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WHY THE PREFERENCE FOR ROYAL IS BETTER THAN 2 10 1! 


Surveys show that girls who type prefer Royals 
2¥% to | over any other make of standard office 
typewriter. 

Even more—the preference for Royal equals the 
preference for the next three most popular standard 
office typewriters combined! 

Why this overwhelming preference for one 
typewriter? 

Because Royals have time-saving, work-saving 


ROYAL 


World’s No. 1 Typewriter 


Made by the world’s largest manufacturer of typewriters 


JUST LISTEN TO THE 
GIRLS IN YOUR OFFICE! 


“| want a new typewriter!” 


features not found on any other make. Because 
Royals are more durable—sturdier. 


They spend more time on the job, take less 
time out for repairs. 


So give the girls in your office the typewriter 
they prefer using. They'll do more work, better 
work. With Royal, you'll get the maximum 
return for your typewriter 
investment! 











PORTS. 


Increased profits are ASSURED when Ditto arrives to take 
over your copy problems. Ditto is more than a “‘dupli- 
cator.”’ It copies anything typed, written, printed or drawn, 
in one to four colors at once, without inking or makex 
ready. Because Ditto is so adaptable thousands use it for 
their Order-Billing, Production, Purchasing, Payroll and 
other systems. More thousands use it for such needs as 
those listed below. Scan this list, see if you’re doing by 
hand what Ditto does so quickly and without human 
error! Mail the coupon, get facts, case histories, and 
samples; know how Ditto can save and earn for you! 
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DITTO 


TRADE MARK REG, U, S, PAT. OFF, 
2223 W. Harrison St., Chicago 12, Ill. 
In Canada: Ditto of Canada. Ltd., Toronto, Ont. 


CHECK THESE PROFIT-MAKING APPLICATIONS. MAIL THE COUPON 














MANUFACTURING 


OOrder and Billing Systems 
0 Parts Order 

0 Assembly Order 

O Purchase Order Receiving 


PUBLIC SERVICE 

D Requisition and Purchase 
Order Systems, Bid Re- 
quests 

0 Accounting & Finance 


PRINTING 
AND PUBLISHING 
D Printing Orders 
O Advertising and 
Circulation Statistics 


ACCOUNTANTS 
O Profit and Loss State- 
ments 
0 Balance Sheets, Audit Ree 
ports 


Systems Statements D Advertising Presentations O Ruled Forms, Working 
O Payroll Systems, Account- 0 Drawing & Sketches 0 Reports and Statements Papers 
ing Reports O Income Tax Reports 


0 Salesmen’s Bulletins, Price 
Book Sheets, Quotas, etc. 

0 Charts, Maps, Graphs, 
Drawings, etc. 

0 Accounting Statements & 
Reports 


WHOLESALERS 
0 Order and Billing Systems 


RAILROADS 


D Passing Car Reports, 
Operating Reports 

0 Car Interchange & Inter- 
line Exchange 

0 Accounting and Financial 
Statements 


DEPARTMENT STORES 


O Accounting and Financial 


ASSOCIATIONS 


0 Bulletins to Members, 
Credit Inquiries 

0 Statements and Reports, 
House Organ 


MEAT PACKERS 


0 Order and Billing Systems 
0 Sales Bulletins and Price 
Lists 


GOVERNMENTS 
0 Accounting Reports, Bid 
Requests 
0 Purchase Orders 
0 Engineering Drawings 
0 Charts and Graphs 





PRODUCTION 2 Salesmen’s Bulletins 
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O Daily, Weekly and 
Monthly Statements: 

O Trust Reports, Stock 
Transfers 

O Installment Loan Systems 


CHAIN STORES 


0 Inventory Sheets 

O Warehouse Order and 
Billing 

0 Price Lists and Changes 

D Advertising Layouts 


DITTO, Inc. 





2223 West Harrison Street, Chicago 12, I'linois 
In Canada: Ditto of Canada, Ltd., Toronto, Ont., Canada 

Gentlemen: Without cost or obligation please 
mail me Ditto profit-earning facts and Ditto 
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“Dallas is fine for ’49” 
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@ When you are asked to recommend an 
accounting course, the educational back- 
ground of the International Accountants 
Society, Inc., will give you complete confi- 
dence. The five men composing our Execu- 
tive Educational Committee are responsible 
for IAS educational policies and activities. 
The sixteen Certified Public Accountants 
composing the IAS Faculty prepare text 
material, give consultation service, or grade 
examination papers. Some give full time. 
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others part time, to [AS work. Our Advisory 
Board consists of forty outstanding Certified 
Public Accountants, business executives, 
attorneys, and educators, who counsel with 
the IAS Management, on request, about 
technical accounting, educational, and busi- 
ness matters. 


The uniformly high caliber of these men is 
eloquent testimony to the quality of IAS 
training. 





EXECUTIVE EDUCATIONAL COMMITTEE 


JOHN T. MADDEN President, International Accountants Society, Inc.; Dean, School of Commerce, Accounts 

CP.A.. B.CS.. M.A., Sc. D and Finance, New York University; Former President, American Association of University 

oh Rey IMD IEEE AIS" Instructors in Accounting; Former President, American Association of Collegiate Schools 
of Business. 


Chairman, Board of Directors, International Accountants Society, Inc.; Dean Emeritus, 
ollege of Engineering, Cornell University; Former President, American Society of Mechani- 
cal Engineers; author of ‘‘Cost Finding,” ‘Industrial Economics,’’ and other textbooks. 


DEXTER S. KIMBALL 
N-E., LL.D D.Sc. 
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Chairman, Board of Directors, The Ronald Press Company; Former Director, Department 
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cepts of Profit,” “‘Analyzing Financial Statements,” ‘Principles of Accounting,” “What 

the Figures Mean,” and numerous technical articles on accounting and allied subjects. 


FACULTY 


Stanley E. Beatty, C.P.A. Stephen Gilman, C.P.A. Frank H. Murray, C.P.A. 
Harold W. Boedeker, C.P.A. John A. Hinderlong, C.P.A. T. N. Perry, C.P.A. 
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G. S. West, C.P.A. 

Harry H. Westphaln, C.P.A. 
Earl R. White, C.P.A. 











Additional information about this training will be sent to you in booklet form, on request. 


INTERNATIONAL ACCOUNTANTS SOCIETY, rnc. 


A Correspondence School Since 1903 
209 WEST JACKSON BOULEVARD 


CHICAGO 6 ILLINO}]S 
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‘Hedging’ War Hazards for Your Office 


H™: A ‘‘pleasant thought’’—resulting from a conversa- 
tion with an Air Force general: 

No defense could positively prevent some penetration by 
enemy bombers in case of war. A single atomic bomb on 
New York or Chicago—even outside the area of physical 
damage—might render many corporation offices untenable. 
Even if records are not destroyed, they are of no use if 
radioactivity makes them inaccessible or unsafe to handle. 

And with great-circle routes across the Arctic wastes, De- 
troit and Kansas City are about as vulnerable as New York 
or San Francisco. 

If your office is in a large metropolitan center, but your 
plants are scattered throughout the country, the chances are 
that most of the plant facilities could continue to operate 
even under war conditions. But what would be necessary to 
maintain minimum control if the nerve-center of the com- 
pany were rendered untenable? 

The average central office could run for a time, at least, 
without the great majority of its files and records, but a few 
of them are indispensable. Which are they? 

It doesn’t cost much to think about the matter, and it 
might cost a lot not to have thought about it. 

What have readers of THE CONTROLLER done along this 
line? Would you like to give us your comments and receive 
the pooled information in return? We'll withhold company 
identity—if you request it—but a “pool” of your thinking 
could be helpful to all. 


Basing-Points Vs. F. O. B. Pricing 


A FIRST GLANCE, the recent Supreme Court decision in 
the cement case appears to pose a problem primarily in 
the field of distribution. On second glance, however, it ap- 
pears that the controller, individually, and the Controllers 
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Institute have a considerable interest in the matter. Sales 
managers and top-management may have to worry as to how 
it affects the price of your products, how it affects the sale of 
your products. Purchasing agents and top-management are 
probably noting how it affects the cost of materials. But the 
controller is sure to see the results of both, and usually has 
to share the headache. 

Most of the comments thus far have come from business- 
men speaking as sellers of commodities, speaking individ- 
ually or through their trade associations. Politically, how- 
ever, sellers’ views may have little meaning—perhaps an 
adverse effect upon any pleadings, whether in favor of or 
against basing-points. Since they are more numerous, Con- 
gress is almost always disposed to listen to buyers and con- 
sumers rather than producers and sellers. 

The broad over-all leadership organizations of business 
have done little on the subject for fear it would cause in- 
ternal dissension. Also, because they think politically, they 
feel that it is necessary to take sides. 

Where will the weight of opinion lie among businessmen 
—as consumers rather than sellers? Perhaps one of the most 
significant and useful things at the moment would be a na- 
tion-wide cross-section of business opinion—from business 
as buyer rather than seller. It might help us to forecast the 
likely outcome in this troublesome major problem of pricing 
policy. It might help, for example, in guessing whether 
F. O. B. pricing will be permanent enough to justify relo- 
cation of plants. 

Ever since the decision was given, some of the best legal 
minds in the country have been busy analyzing it and pro- 
jecting its probable results. With such talent we cannot com- 
pete, nor is there any need. Good material is available from 
many sources. 

Let us, however, skip over the legal implications to a long- 
range common-sense view; a speculation as to what can and 
must happen, in view of the fact that the American people 
wish to continue to live and enjoy the fruits of their labor. 

Some observations, unintegrated and unconnected as they 
are, but which may be worth having as bases of exploration 
in the discussions sure to occur, follow: 

First of all, what about consumer goods? An enormous 
nation-wide market for trade-marked products has been 
built on the basis of a nation-wide uniform price for an ad- 
vertised package of soap, cereal, coffee or face-powder. This 
is so essential a part of the development of American pros- 
perity and our system of doing business that it is inconceiv- 
able that Congress will allow it to be destroyed by a quirk of 
the law ‘“‘run wild.” 

In the field of basic materials, the outcome is less certain. 
Although the immediate result of the decision has apparently 
been an increased cost to the majority of users of the af- 
fected products, this would not necessarily be the long-run 
effect. Presumably the forces of competition will sooner or 
later resume their normal role—there might even be a buy- 
ers’ market. In that case, the political line will probably be 
drawn between buyers who do or can benefit by F. O. B. 
pricing through close proximity to the sources of supply 
versus buyers who would be damaged. The obvious diffi 
culties which F. O. B. pricing causes in selling and compe 
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tition will doubtless cause the majority of sellers to line-up 
with that group of customers asking a resumption of basing- 
point prices. 

Thus it would appear that the really significant area of 
our economy, from the standpoint of this basing-point 
versus F. O. B. price debate, is not the consumer market but 
the industrial market represented by members of the Con- 
trollers Institute. They are the ones in the position to tell the 
story in the manner which would be most useful to sound 
economic thinking, and most acceptable to Congress. 

What would happen if the Controllership Foundation, 
for exam ple, attempted to be helpful by gathering the view- 
points of businessmen as buyers, clarifying business view- 
points with the avowed intention not to take sides? 


The Qualities of Controllership 


EADERS OF THIS page may have felt during recent months 
R that our outlook was a little too ‘‘cosmic’’—with com- 
ments on economic, educational and national problems. 
There has been very little comment on the editorial page 
about how to be a better controller. This reflects a convic- 
tion on the part of your Editor after talking with a good 
sample of “‘top’’ financial officers in American business—a 
conviction that a man cannot be told how to be a controller. 
He must find out for himself. 

True enough, technical articles such as appear in this 
magazine, discussions in Local Control, Regional and Na- 
tional Meetings do help a man to be a better controller. They 
account for the growth in size and prestige of the Control- 
lers Institute. But the members of that Institute had to ar- 
tive, by themselves, at the status which entitled them to 
membership. 

Why should this be? Why can’t we teach people how to 
be controllers? It seems generally agreed that schools can 
effectively teach accounting, budgeting, tax problems, in- 
surance, statistics and so forth. What then is missing? 

The missing factor would appear to be skill in human 
relations: the ability to keep people happy and producing, 
the ability to sell management on new ideas or the signifi- 
cance of old ones. Perhaps most important of all is the ability 
to develop abilities in others. 

Yet at the same time a controller must possess the qualities 
of accuracy, perserverance, attention to detail without which 
the record-keeping function is not worth much and without 
which he could not fulfill his fiduciary responsibilities. 

Scientific psychologists and unscientific tradition agree 
(for once) that these two sets of qualities, skill in human 
relations and skill with facts and figures, are ofttimes in- 
compatible; seldom do both occur in a high degree in the 
same person. In song and story, the bookkeeper is pictured 
as a meek, orderly, drab fellow inherently unfitted to be a 
salesman. The art of market research, on the other hand, is 
founded (at least partly) upon the fact that a salesman is en- 
thusiastic and prejudiced (in favor of his product) and gen- 
erally unfitted to obtain impartial information about the 
characteristics of his market and the prejudices of his cus- 
tomers—not an accurate fact and figure man. 


Top-management seeks an unusual combination of quali- 
ties when someone is needed who can tell where the com- 
pany 1s, why it is there, and where it is going. These are the 
qualities which controllers of large organizations must have. 
These are the qualities which controllers seek in developing 
assistants able to take a larger share of responsibility—and 
eventually enjoy full controllership status. 


Eliminating Financial Risk of Inventories 


OULD YOU like to have someone take the responsibility 

for your inventory of finished goods, lend you 90 

per cent of its value, let you keep possession, allow you to 

redeem the load at 3 per cent interest at any time; or take the 

inventories off your hands if prices have dropped and you 
find you cannot do as well on the open market? 

If a wheat farmer is hard-pressed for money, he can get a 
loan without losing final possession of his wheat. Any time 
up to April 30, 1949, if he can get a better price on the open 
market than the loan brought him, he can pay off the loan 
with 3 per cent interest and sell the wheat commercially. It’s 
a neat arrangement. 

If business could corral as many votes as the farmers, per- 
haps you, too, could arrange this. 


Figures and Controllers 


IGURES don’t mean anything. That is why we have con- 

trollers. 

For example, the figure 36 is not very helpful. But if we 
add a unit of measurement—-36 inches, 36 dollars—it be- 
gins to mean more. 

If we add an application or an implication, it begins to 
mean still more—to the properly initiated. For instance, 
“$36 average sale” might mean something to a retail furni- 
ture store operator; “perfect 36’’ may bring something else 
to mind. 

But those figures are static figures; they tell a story, but 
not a live one. 

When we begin to make comparisons—as the controller 
does—figures mean even more. When we compare the aver- 
age sale of one furniture store with another, or compile a 
table of size assortments needed to fit the average assort- 
ment of female customers in a clothing store, figures begin 
to have management value as operating guides. 

Figures have still another dimension—the time factor: 
comparisons with last year or last month, projections into 
the future on the basis of budgets and sales estimates. 

The controller does not deal in figures as such. His field 
—or at least an important part of it—is the application of 
figures. 


WALTER MITCHELL, JR. 
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Thousands of sips by expert tasters keep blends of coffee uniform. Photographed at Hills Bros. Coffee, Inc., San Francisco plant. 


Food processing? Here, too, Moore cuts costs 


The great corporation and the corner 
grocer have this in common — Moore 
helps both pull down costly overhead. 


Hills Bros. Coffee, Inc., uses Moore 
multi-copy forms and sharply cuts bill- 
ing, invoicing, bookkeeping costs. The 
smaller business saves, too, because 
Moore offers the right business form 
for every form of business. A small 
Memphis specialty foods distributor, 
for example, had been burdening its 
salesmen with 2 separate cash and 


ee 











charge salesbook systems. Moore de- 
signed a 3-part continuous register 
form combining all sales in one form, 
completed in one writing. 


Your business, too, can cut costs. Call 
your local Moore office (in over 200 
cities from coast to coast) for money- 
saving details. Factories in Niagara 
Falls and Elmira, N. Y.; Minneapolis, 
Minn.; Denton, Tex.; Los Angeles and 
Emeryville, Calif. Also sales offices 
and factories across Canada. 


MOORE 


BUSINESS FORMS, 
INC. 





THE ONLY NATIONAL COMPANY THAT OFFERS A 
COMPLETE RANGE OF MODERN BUSINESS FORMS— 


THE RIGHT BUSINESS FORM 
FOR EVERY FORM OF BUSINESS! 
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Fanfold Billing 
Machine Forms 


Continuous Interleaved 
Typewriter Forms 


Instantaneous Carbon 
Extraction Unit Sets 


Marginal Punched 
Business Machine Forms 
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Sales Books for 


Every Business Operation Registers and Continuous Register Forms 
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APPLAUSE 


Editors, THE CONTROLLER: 


I read with considerable interest the 
June issue of THE CONTROLLER and was 
particularly impressed by the article, 
“Terms and Price Policies Surveyed.” 

The issue is well put together and ex- 
tremely informative. Congratulations on 
your page, “Scanning the Controllership 
Scene.” 


ELLIOT BALESTIER, JR. 
Assistant to President 
The Visking Corporation 
Chicago, Ill. 


ACCRUING DEPRECIATION 


Editors, THE CONTROLLER: 

Since your pages have carried a number 
of articles and letters on the subject of 
Depreciation, it occurred to me that you 
might be interested in giving publicity to 
the conclusions of an able business execu- 
tive on the subject of Accruing Deprecia- 
tion, based on the Economic Dollar. The 
memorandum which follows was written 
by Mr. Arthur K. Atkinson, President of 
the Wabash Railroad Company, St. Louis. 
You will note that in this memorandum 
Mr. Atkinson makes reference to the at- 
titude of controllers as disclosed by a 
survey of the Institute membership 
(Charging Depreciation on Original Cost 
to Current Operations Favored in Study 
—THE CONTROLLER July, 1948). 

H. F. HARRINGTON 

Vice President 

The Boatmen’s National Bank 
of St. Louis 

St. Louis, Missouri 


Memorandum 


The subject of accruing depreciation on 
a basis which will provide for current re- 
placement costs instead of on the long 
established basis of original cost is receiv- 
ing attention and wide spread publicity 


THe CONTROLLER...........- 


through the various accounting organiza- 
tions and their publications. 

The Controllers Institute of America 
has made a survey contacting a cross sec- 
tion of their membership and found that 
approximately eighty per cent of those 
contacted were opposed to changing from 
the present methods of accruing deprecia- 
tion. 

The subject was also discussed at the 
convention of the National Association of 
Cost Accountants in June 1948. 

The purpose of these discussions and 
proposals to do something about develop- 
ing a realistic approach to accounting for 
depreciation is based principally on the 
fact that with today’s high prices and high 
revenue with no material change in the 
depreciation charges results in many cases 
in paying income tax considerably in ex- 
cess of what it would be if some method 
was devised whereby current charges for 
depreciation could reflect the loss due to 
wear at an economic dollar value equiva- 
lent to the value of the dollar received as 
income. 

Although the present indications are 
that most accountants are not prepared to 





Readers of THE CONTROLLER 
are invited to express their reac- 
tions to articles appearing within 
our pages. Letters will be welcomed 


for inclusion on this page. 


The Editors 





endorse a change from the method of ac- 
cruing depreciation based on original cost, 
nevertheless there is considerable weight 
being given to the proposal. 

It goes without saying that unless major 
accounting organizations and top manage- 
ment of industry support a change in prac- 
tice, tax benefits could not be hoped for, 
but on the other hand if such a method 
gains general support, then it is entirely 
possible that appropriate Congressional ac- 
tion, if required, might be obtained to 
secure a change in the regulations. 

It is obvious that had some method been 
generally agreed upon by all industries 
prior to 1940, substantial tax benefits 
might have been granted in connection 
with the war effort in exactly the same 
way as tax benefits were granted with re- 
spect to direct investments in war facilities. 
Management should take an active interest 
in this subject with a view of looking to 
the future when corporation taxes may 
again go higher. Irrespective of the han- 
dling given for tax purposes, there is a 
serious question whether this should not 
be pbs managerial purposes. 
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The use of current day prices for exist- 
ing facilities in arriving at sale prices is an 
accepted basis in appraising property 
value, making due allowances for ex. 
hausted service life. It is obvious that this 
method gives effect to depreciation on a 
current economic dollar value. 

Recently the state of Illinois Legislature 
enacted the so-called full valuation method 
in assessing property and under the regu- 
lations railroads are required to state prop- 
erty values on the latest available construc- 
tion cost indices again making allowance 
for exhausted service life percentagewise, 
which per cent when applied to the ad- 
justed construction price has the effect of 
putting depreciation on a current economic 
dollar value. Other states are following 
the lead of Illinois, such as Indiana and 
Iowa; also Ohio is now reviewing its 
formula. 

There is little doubt that figures should 
be included in any study to secure higher 
rates or combat demand for higher wage 
scales to show the income realized on basis 
of the same economic dollar value for dis- 
bursements as for receipts. This is done in 
most cases by giving effect to higher prices 
for material and supplies, fuel, etc., but 
is not done with respect to the heavy an- 
nual charge for property worn out repre- 
sented by depreciation charges. 

In the Federal tax revision program con- 
sideration is being given to excluding 
from taxable income of individuals 
amounts representing capital gains on 
homes sold where the cash realized is re- 
invested in other property to be used as a 
home. This indicates a partial acceptance 
by tax authorities of the general principle. 
However, notwithstanding this proposed 
change it has long been recognized that 
such gains are capital gains. 

It is not too far fetched to assume that 
if the sale of a house at an inflated price 
constitutes a capital gain, that by the same 
token the excess of depreciation at a cur- 
rent economic dollar value over original 
cost dollar value for the entire period of 
service life would constitute a capital gain. 

If accountants thoroughly understood 
the subject and were supported by top 
management in that understanding, it may 
be possible that a change could be made 
in the concept of depreciation accounting 
and if made a generally accepted account- 
ing practice, it is entirely possible that it 
would be accepted by governmental agen- 
cies. 

The very nature of the proposal being 
so different from the usually accepted de- 
preciation theory will require a period of 
education and discussion before a formula 
is arrived at that will be acceptable to in- 
dustry; but there is always the possibility 
that in the event of a sharp price recession, 
the subject will be dropped entirely. 

This Company proposes to keep fully 
informed on this subject and take such ac- 
tion as may be appropriate to resolve the 
question. 
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When the Squeeze is on... 


WHEN THE SQUEEZE is on and you find that your department is jammed up 
with work, don’t let the pressure get you down. 

Here at STATISTICAL, a flexible service is available that provides skilled 
personnel and equipment to help you get the work out, either 

at your office or ours. 

During vacations or in any emergencies when you need temporary trained 
help, STATISTICAL can provide comptometer operators, typists, 
stenographers, key-punch operators and 

practically any type of office personnel you require. 

This service relieves you of all the headaches. No help to hire or train. No 
OAB deductions, taxes or reports to fuss with. You just tell us what you need 
and we'll furnish experienced “‘fill-ins” for as long as you need them. 


Phone or write our nearest office for complete details. 


TABULATING + CALCULATING + TYPING »- MARKETING RESEARCH 


STATISTICS TABULATING COMPANY 


53 WEST JACKSON BLVD., CHICAGO 4, ILL. Telephone HArrison 2-2700 


50 Broadway, New York 4, N. Y. 


Arcade Building, St. Louis 1, Mo. 
Telephone WHitehall 3-8383 


Telephone CHestnut 5284 





The Controller, October 1948 497 





The New “400” Line with tlyanalio (ritol, 


Get-ready time no more than a moment—then up to 3 copies 
a second. 

With brief training any operator can’ turn out professional- 
looking, easy-to-read copies of anything written, typed or 
drawn. 

Flexamatic Control—exclusive with the new A. B. Dick 
mimeographs—accommodates a wide range of paper and card 
stocks in sizes up to 9 x 16 inches. 

Investigate the speed and ease of mimeographing made pos- 
sible with these new machines. For use with all makes of suit- 
able stencil duplicating products. Look in the phone book or 
write for the name of your nearby A. B. Dick Company branch 
or distributor. A. B. Dick Company, 720 West Jackson Boule- 
vard, Chicago 6, Illinois. The Mimeograph Company, Ltd., 
Toronto, Canada. 
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Direct Costs as 


By Jonathan N. Harris 


WO EVENTS of last year furnish un- 
Tcsackable proof that the writer's 
Direct Cost Accounting Plan merits re- 
appraisal by American industry and the 
public accounting profession. 

First, in February, 1947, a significant 
new book was published in London. It 
calls this modification of standard cost ac- 
counting, first described in the January, 
1936, Bulletin of the National Associa- 
tion of Cost Accountants, “the most revo- 
lutionary and the most practical contribu- 
tion (to cost accounting) made in the last 
twenty-five years.” The Management Con- 
sultant authors! paid this tribute based 
upon results achieved with their clients 
during the last decade in active practice 
of the 1936 idea. 

Second, during the summer of 1947 the 
Treasury Department at Washington 
made an important informal ruling, the 
substance of which was that operating 
costs incurred irrespective of the degree of 
plant activity do not have to be included 
in inventories. Court decisions in two tax 
cases? have provided an unexpectedly 
strong foundation for this ruling. 

With such international support it 
seems reasonable to question the validity 
of ‘Statement 3” in Bulletin No. 29 on 
Inventory Pricing, published in July, 
1947, by the Committee on Accounting 
Procedure of the American Institute of 
Accountants. This statement declares: 


“The primary basis (of inventory pricing) is 
cost, which has been defined generally as the 
price paid or consideration given to acquire 
an asset. As applied to inventories, cost 
means in principal the sum of the applicable 
charges directly or indirectly incurred in 
bringing an article to its existing condition 
and location.” 


In discussion of the theorem, the Com- 
mittee goes on to state dogmatically: 


“It should also be recognized that the ex- 
clusion of all overheads from inventory does 
not constitute an accepted accounting pro- 
cedure,” 


Actually, numerous American com- 
panies for some time must have been and 





* Marginal Costing, by F. C. Lawrence and 
E. N. Humphreys of Paton Lawrence & Co., 
Manchester, England. 

*Montreal Mining Co., 2 T. C. 688, aff'd on 
stipulation (CCA-6) 10/17/44; Keller-Dorian 
Corp, T. C. Memo Dkt. No. 3769, 6/1/45, 
aff'd 153 (2d) 1006. 


an Aid to Sales 


doubtless still are excluding overheads of 
a fixed factory nature from inventories; 
otherwise the Treasury Department would 
not recently have recognized the principle 
involved. It seems clear, therefore, that 
the Committee's incomplete Statement 
cannot and should not be accepted as a 
satisfactory exposition of accepted current 
practice. 


As the result of letters received from 
many States following publication of an 
article of mine? in The Journal of Ac- 
countancy (issue of July, 1946) I know 
that past failure of the Treasury Depart- 
ment (now in process of formal rectifica- 
tion) and the continuing reluctance of the 
American Institute's policy makers to rec- 
ognize the existence of the progressive, 
fundamentally sound Direct Cost Ac- 
counting idea have forged a major road- 
block which operates to prevent its adop- 
tion by several large American manufac- 
turing companies. An actuarial approach 
could demonstrate easily that many others 
with whom I have not corresponded are 
in this same category. 

Just what is Direct Cost Accounting ? 
Well, in my language, it is regular stand- 
ard cost accounting, after an operation for 
chronic appendicitis. The useless appen- 
dix, known to many readers, including 
the American Institute’s Committee, as 
unabsorbed or overabsorbed factory bur- 
den, has been eliminated. By this opera- 





5""The Case Against Administrative Expenses 
in Inventory.” 


Management 


tion, standard cost accounting acquires 
ability to provide management with 
truthful income statements where before 
the real results were obscured by techni- 
calities. This has become of great impor- 
tance under the Securities & Exchange Acts 
which have made it desirable for many 
corporations to issue quarterly statements 
of earnings. 

It is easy to imagine the difficulties en- 
countered by the officers of some manufac- 
turing companies when they try to answer 
a crusty director of the old school, who 
talks like this: 

“Do you mean to tell me that with sales 
up 30 per cent we actually made less money 
than we earned last quarter?” 

Under orthodox standard cost account- 
ing the answer, /f reasonably truthful, 
would have to be something like this: 


“Well, a big unabsorbed overhead charge 
accounts for that, which means that we really 
get accounting for production all messed up 
with accounting for sales in our profit and 
loss statement, and we can’t do anything 
about it because our accounting is con- 
ducted according to Hoyle, and Hoyle says 
he planned it that way! Just sit tight and, if 
things work out all right during the year, you 
will see a nice profit showing up!” 

Unfortunately, space limitations pre- 
vent a listing of the technical details of 
the Direct Cost Plan as described in the 
N.A.C.A. Bulletin of January, 1936. 
However, the results which follow its 
adoption are presented in Exhibit A, 
which accompanies this article, to show 
what happens to a quarterly profit and 
loss statement when accounting for pro- 
duction is divorced from accounting for 
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THE CONTROLLER........... 


Company, Cambridge, Mass., originated the Company's present Direct 
Cost Accounting methods in 1933 to meet the challenge of Bradley 
Dewey, President, who believed that the results of orthodox standard cost 
accounting were too misleading for satisfactory guidance of the fast 
growing D & A organization founded in 1919. Except for the method 
of distributing all overhead costs to major product groups and the In- 
come Chart of the Direct Cost Plan presented for the first time in the 
current issue of THE CONTROLLER, the sales management aspects of 
his article were first publicly discussed by Mr. Harris, who holds CPA 
certificates of Massachusetts and California, at meetings of the Boston 
and Worcester Chapters, N.A.C.A., in late 1937 and early 1938. Mr. 
Harris's Direct Cost Accounting Plan is currently being taught at the 
Harvard Graduate School of Business Administration. 
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EXHIBIT A—COMPARATIVE QUARTERLY INCOME STATEMENTS 
Orthodox Standard Cost Plan vs. Direct Cost Plan 


INCOME STATEMENT 


Orthodox Cost Accounting 


1st Quarter: 
Gross sales 
Standard cost of sales 


2722 222 


866,666 


166,667 


Gross profit 


(Overabsorbed) factory over- 


35% 


head (66,667) 
Fixed factory expenses tit... . 
All other expenses 573,333 


506,666 


Total charges 
Operating (loss) 
2nd Quarter: 


Gross sales 
Standard cost of sales 


$1,600,000 
1,040,000 


Gross profit 560,000 


(Overabsorbed) factory over- 
head 

Fixed factory expenses 

All other expenses 


624,000 


424,000 


Total charges 
Operating profit (loss) 
3rd Quarter: 


Gross sales 
Standard cost of sales 


$4,000,000 
2,600,000 


Gross profit 1,400,000 


Unabsorbed factory overhead 100,000 
Fixed factory expenses 
All other expenses 


,080,000 


Total charges ,180,000 


Operating profit 








$ (39,999) 


35% 


(200,000) 


$136,000 


$220,000 


4th Quarter: 
Gross sales $2,266,667 
Standard cost of sales 1,473,334 
Gross profit 793,333 35% 
Unabsorbed factory overhead 46,667 
Fixed factory expenses st... 
All other expenses 750,667 
Total charges 797,334 
Operating (loss) profit $ (4,001) 
Annual Results: 
Gross sales $9,200,000 
Standard cost of sales 5,980,000 
Gross profit 3,220,000 35% 
(Overabsorbed) factory over- 
head (120,000) 
Fixed factory expenses tit . . . . 
All other expenses 3,028,000 
Total charges 2,908,000 
Operating profit $312,000 


INCOME STATEMENT 
Direct Cost Accounting 


600,000 


573,333 


$1,600,000 
880,000 


720,000 


200,000 
624,000 
824,000 


4,000,000 
2,200,000 


1,800,000 


200,000 
1,080,000 


1,280,000 


,266,667 
1,246,667 


1,020,000 


200,000 
750,667 


950,667 


$9,200,000 
5,060,000 


4,140,000 


800,000 
3,028,000 


3,828,000 





i rk ke wee a el 


45% 


$ (104,000) 


$520,000 


$312,000 


OcrToser, 1948 D direct production expense. 
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sales in any manufacturing company 
whose production activity does not keep 
pace with sales. Monthly profit & loss re- 
sults would show similar variations. 

The bedrock at the base of the Direct 
Cost Accounting idea is a new definition 
of unit manufacturing cost, which says 
without any qualifications whatever, that 
the cost of occupying buildings, stand-by 
charges, skeleton factory staff salaries, 
property taxes, depreciation, and all other 
costs of being prepared to manufacture 
goods either on demand or on specula- 
tion are charges against gross profit from 
sales for the month, not against goods 
produced. In other words, fixed factory 
charges in a going manufacturing busi- 
ness which must be paid each month, 
whether or not a wheel turns in the fac- 
tory, must be regarded in the same way 
as selling and administration expenses 
and so handled in the profit and_ loss 
statement. For this reason, they cannot 
properly be included in standard unit 
manufacturing costs. 

If the real nature of fixed factory 
charges had been recognized 40 years ago 
when the originators were proving the 
workability of standard cost accounting 
against the almost unanimous opposition 
of the accounting brotherhood, I ‘believe 
they would have been omitted from unit 
standard costs, just as they now arte ex- 
cluded under Direct Cost Accounting. 

Of course, many successful manufactur- 
ing companies from long experience 
know what their normal capacities to 
make and sell goods really are. For such 
companies, I would hesitate to urge the 
adoption of the Direct Cost Plan without 
first hand knowledge of their problems. 
But, even so, it seems to me that, unless 
their production schedules and sales tre- 
sults run neck and neck, real benefits 
could be derived by excluding fixed fac- 
tory charges from inventory, if monthly 
or quarterly income statements are useful 
for management purposes. 


To get down to another fundamental 
problem, let’s suppose that the reader is 
responsible for setting the selling price of 
a new product, which has been made suc- 
cessfully in his present plant on a small 
scale and is now ready for quantity pro- 
duction. Assume, also, that figures are up 
for consideration as shown on Exhibit B, 
which appears with this article. And, f- 
nally, let us agree that his factory has a 
long record for meeting the standards as 
set by the Engineering and Standard Cost 
Departments. 

Under such conditions, how many fig- 
ures in Exhibit B can he be absolutely cer- 
tain of ? In my opinion there are only four 
such figures; that is, Items A material cost, 
B package cost, C direct labor cost, and 


These four items are calculable because 
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EXHIBIT B—COST DATA ON A NEW PRODUCT FOR USE IN SETTING A SELLING PRICE 





Profit Volume Break-even Volume Losing Volume 





Percentages of Percentages of Percentages of 










































































Amount DMC Sales Amount DMC Sales Amount DMC Sales 
Make-up of Theoretical Selling Price: 
A Materials cost $ 5.50 $ 5.50 $ 5.50 
B_ Package cost 1.10 1.10 1.10 
C_ Direct labor cost 5.25 5.25 5.25 
D_ Direct production expenses 2.30 2.30 2.30 
Total direct mfg. cost 14.15 100.0% 55.0% 14.15 100.0% 55.0% 14.15 100.0% 55.0% 
E_ Selling expense 2:57. 182 10.0 2:57. 18:2 10.0 2.57 18.2 10.0 
F Sales deductions 2.32 16.4 9.0 2.32 16.4 9.0 2.32 16.4 9.0 
Total out-of-pocket expenses 19.04 134.6 74.0 19.04 134.6 74.0 19.04 134.6 74.0 
G Merchandising margin 6.69 47.2 26.0 6.69 47.2 26.0 6.69 47.2 26.0 
THEORETICAL SELLING PRICE $25.73 181.8% 100.0% $25.73 181.8% 100.0% $25.73 181.8% 100.0% 
Make-up of Merchandising Margin: 
H_ Indirect factory expenses $1.29 9.1% 5.0% $ 2.57 18.2% 10.0% $5.15 364% 20.0% 
I Factory variances 3 - Bi 26 1.8 1.0 JZ 3.6 2.0 
J Administration expense 1.29 9.1 5.0 2:57 “P82 10.0 5.15 36.4 20.0 
K Research expense 63 4.5 7 1.29 : 5.0 2.57 18.1 10.0 
Total before net profit 3.34 23.6 13.0 6.69 47.2 26.0 13.39 94.5 52.0 
L_ Net profit or (loss) 3.35 23.6 13.0 sere Satie aoe (6.70) (47.3) (26.0) 
G Merchandising margin $ 6.69 47.2% 26.0% $ 6.69 47.2% 26.0% $ 6.69 47.2% 26.0% 





NOTE: Percentages in Sales columns are taken from the tables on Exhibit C which show data for a Profit Sales Volume of $4,000,000, Break- 
even Sales Volume of $2,000,000 and Losing Sales Volume of $1,000,000 under the Direct Cost Accounting Plan. 


manufactured, it follows inevitably that 
the standards will prove to have been set 
too high or too low, depending on 
whether actual production exceeds or falls 
Short of the forecast used in calculating 
them. In other words, overabsorbed or un- 
absorbed factory burden will rear its ugly 
head. Fixed factory charges are therefore 
truly indeterminate for standard costing 
purposes. 

For the purposes of this article I have 
classified the various types of fixed charges 
under the heading, ‘Make-up of Mer- 
chandising Margin,” as shown on Ex- 
hibit B. 

Item H indirect factory expenses repre- 
sents fixed charges of a factory nature 
which are not related to either production 
activity or sales volume. They change 
only when capacity to produce is increased 
or decreased. 

Item I factory variances, by which I 
mean the difference between actual cost 
and standard cost of materials, packages, 
direct labor, and direct production ex- 
pense of goods manufactured, is really 
not a fixed charge because the dollar total 
of these variances follows production ac- 
tivity. But under efficient management 
this total is so small as to be negligible in 
a cost calculation. The annual total con- 
solidated factory variances of the Dewey 
and Almy Chemical Company since adop- 
tion of Direct Cost Accounting on Janu- 
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ary 1, 1934, have never been large enough 
to challenge the adequacy of its standard 
unit costs. For the 14 years ending De- 
cember 31, 1947, they averaged out to 
slightly less than one per cent unfavor- 
able, which reflects the impact of great 
difficulties experienced with raw mate- 
rials during the war. With the four war 
years 1942-45 omitted, the average for 
10 years was 0.23 per cent unfavorable. 
The corresponding figure in the accom- 
panying Exhibit B is 0.5 per cent un- 
favorable in the Profit Volume section. 

Items J and K, administration and re- 
search expense, are or should be con- 
trolled within narrow dollar limits under 
good management and it is common ex- 
perience to find the ratios to gross sales 
of these items going down as sales go up 
under any system of accounting. 


Exuisir B shows what the percentages 
of the four /zdeterminate items of fixed 
charges might be on each one of three vol- 
ume bases (there are no others—profit 
volume, break-even volume, and losing 
volume) for the company’s operations as 
a whole. It should be noted and pondered 
upon that the percentages for the six defi- 
nitely known items included in Total Out- 
of-Pocket Expense do not change with 
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sales volume. They are identical for all 
three volume bases. 

What shall be set as a selling price? 
Isn't it a fact that vn a competitive mar- 
ket it is really impossible to set the price? 
Competition sets the price, and the de- 
cision, which gets the business or loses it, 
is based on many factors of which the unit 
manufacturing cost is relatively unimpor- 
tant. Why then attach so much impor- 
tance to the inclusion of Item H Indirect 
Factory Expenses, that is, Allowance for 
Fixed Factory Overhead, in the unit man- 
ufacturing cost? Isn’t it a fact that under 
orthodox standard cost accounting pro- 
cedure the total of Items A, B, C, D, and 
H represent manufacturing cost, and that 
Item H indirect factory expense is a pure 
guess which can easily be understated or 
overstated, and which, even if guessed ac- 
curately on a predetermined volume basis, 
can still be way out in left field when the 
results finally become known for the year? 
It doesn’t follow at all that the company 
will lose money if it takes orders for the 
new product at a price less than the 
theoretical selling price shown in Exhibit 
B. 

Let’s assume that the reader has reason 
to believe, from knowledge of market con- 
ditions and of the business in which he is 
interested, that the company can be de- 
pended upon to reach break-even sales 
volume on its business as a whole for the 
year. Now it is an undeniable fact that 
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Industry Reports to the Consumer 


on Prices, Costs, and Profits 


By Christian E. Jarchow 


OR DISCUSSION of this subject, I 

have divided it into the following 
three categories: 

1. Why industry should do its ut- 
most to report effectively to consumers 
with respect to prices, costs, and profits. 

2. What should be reported by in- 
dustry to consumers with respect to 
prices, costs, and profits, and how this 
can best be done. 

3. Some examples of industry prac- 
tices and reports as affecting consumers. 


Wuy INDUSTRY SHOULD REPORT 


There are, of course, many reasons why 
consumers should know more about the 
policies of industry with respect to prices. 
In fact, there would be a better apprecia- 
tion of the whole system of free enter- 
prise if they had an understanding of 
fundamental economics, of the part that 
industry plays in the economic picture, of 
the practices which contribute to economic 
growth and progress, and the practices 
which are not in the economic interest of 
the public. 

Several years ago a study was made by 
the Opinion Research Corporation regard- 
ing the beliefs of the public as to earnings 
of corporations. It revealed a general feel- 
ing of the public that the earnings of cor- 
porations were three and four times 
greater than the average actual earnings 
which prevailed at that time. 

There was a common belief that the 
owners of the business took approximately 
75 per cent of the amounts that were 
available after payments for materials, op- 


erating expense, etc., and that employes 
received only about 25 per cent. Actually 
the situation with respect to most com- 
panies was substantially the reverse, own- 
ers receiving 10 per cent to 25 per cent of 
the amounts available and the balance go- 
ing to employes. 

The question was asked as to what was 
regarded as reasonable profits by corpo- 
rations. The answers to this indicated that 
on the average the public’s conception was 
that reasonable profits were nearly double 
those actually earned by corporations. 

There was also a common belief that 
any profits which ran into millions of dol- 
lars must necessarily have been excessive. 
One would naturally suppose that such a 
question could not be answered without 
first inquiring what these profits might be 
in relation to the capital investment. 

This study did much to bring industry 
to a realization of two facts: 

First, that an inadequate job has been 
done by industry in telling the public 
how business operates and what the re- 
sults of operations have been. 

Second, that future reports of indus- 
try might very well emphasize this phase 
of the business story which is so gen- 
erally misunderstood in the hope that 
these popular misconceptions may be 
corrected. 


Management in comparatively recent 
years has begun to appreciate the impor- 
tance of this, especially when it realized 
the general ignorance on this subject of 
people who are otherwise well informed. 
Many of the larger companies have estab- 
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lished public relations departments, and 
much has been learned in improving the 
techniques for carrying on good public re- 
lations. 

It should be pointed out that there is a 
fundamental difference between public re- 
lations and propaganda. Public relations 
has for its objective releasing information 
regarding business decisions which may 
affect the public directly or indirectly, and 
also making known the reasons for such 
decisions. It should not be for the pur- 
pose of trying to sell the public ideas 
which have only a selfish purpose. Man- 
agement frequently makes important de- 
cisions without adequately informing the 
public. Such decisions sometimes draw 
criticism, which might have been avoided 
if the public had been familiar with the 
reasons for the action taken. It is far 
easier to explain a business decision in ad- 
vance than to answer a criticism after such 
decision has been made effective. 

There has been an increasing trend to- 
ward more disclosure of facts by corpora- 
tions. As an example of this trend, it is 
interesting to go back for about 20 years 
and compare the annual reports of those 
days with the annual reports which are 
available now. It is apparent that years 
ago the annual reports gave a minimum 
of information to the stockholders regard- 
ing the results of operations, the financial 
position of the company, and the plans 
for the future. In those days there was a 
feeling that it was dangerous to release 
too much information. 

Today the average corporate report is 
much more complete. It takes the stock- 
holders and the public into management's 
confidence regarding the problems facing 
the business and the plans for meeting 
these problems, and presents in consider- 
able detail the results of operations and 
the general outlook, as well as many other 
matters. 


WHAT SHOULD BE REPORTED 


It is unfortunately a fact that many re- 
ports issued by industry are read by only a 
fraction of the groups for whom they are 
intended. As an example of this inherent 
difficulty in reporting, let us consider 
again the annual reports to stockholders. 
It is regrettably true that although the an- 
nual reports of today are more attractively 
designed than previously, and despite the 
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fact as we have indicated that they con- 
tain much more information than hereto- 
fore, there are relatively few stockholders 
who take the time to read them carefully. 

This is why many companies show on 
the first page of the report the pertinent 
data regarding the results of operations 
for the current year and the previous year, 
the financial position of the company and 
other basic statistics. This is done with the 
expectation that if the stockholders will at 
least read this first page, they will be in 
possession of the more essential informa- 
tion regarding the company. 

While the number of stockholders who 
read their annual reports thoroughly is 
disappointingly small, the situation with 
respect to consumers is even worse. It ob- 
viously cannot be expected that many con- 
sumers will carefully study the various an- 
nual and interim reports of the companies 
from whom they buy products. Neither 
can they be expected to make a conscienti- 
ous effort to determine the reasonableness 
of prices they pay for these products. Con- 
sumers do not actively seek information 
from industry. Moreover, consumers can- 
not be forced to read or to believe the in- 
formation which industry turns out. 

It is a truism that no kind of reporting 
can convince the potential reader of any- 
thing unless it first attracts his attention 
and then stimulates his interest. It is diffi- 
cult to accomplish this unless he already 
has a definite and particular interest in the 
subject. This immediately suggests that 
there are two realms or fields for report- 
ing, the first of which pertains to facts in 
which the intended recipient, as the con- 
sumer, already has an active and immedi- 
ate interest. It is comparatively easy for 
industry to report effectively in this field 
because it is specific and because the con- 
sumer wants to know—he is receptive and 
can readily understand such information. 


THEN there is a second field of infor- 
mation with respect to prices, costs, and 
profits that fundamentally is more basi- 
cally significant than the first, but which, 
because it possesses certain general and 
technical aspects, is extremely difficult to 
present understandably, interestingly, and, 
therefore, effectively. The average con- 
sumer will not readily comprehend or ap- 
preciate this kind of information, and 
generally refuses to identify his active and 
immediate interests therewith. This makes 
industry’s reporting job in this field a for- 
midable one, but industry must continue 
to strive therein for the highest possible 
degree of accomplishment because of the 
far-reaching and fundamental nature of 
the facts involved. 

Let us now delineate the boundaries of 
these two informational fields and con- 
sider how reporting with respect to each 
may most effectively be done. First, in 
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considering the field in which consumers 
are already actively interested, it is perti- 
nent to contemplate some of the character- 
istic attitudes of consumers. Such attitudes 
are basically simple, natural, and very hu- 
man. 

Certainly a normal consumer is always 
hoping to buy at bargain prices. He seeks 
to obtain the best quality of product or 
the best kind of service at the lowest price. 
He likes to feel that his money has been 
spent wisely and that he has obtained 
sound values. He resents the feeling that 
the seller is charging too much or that 
other consumers are able to buy more in- 
telligently than he. Because of this atti- 
tude it is a rather common occurrence for 
him to complain that prices are too high. 
He is prone to believe rumors of exorbi- 
tant prices and unreasonable profits, par- 
ticularly with respect to the products that 
he wishes to buy. This is especially true of 
products which have not changed in de- 
sign or utility over the years. When he 
buys something which is newly designed 
or which represents a definite improve- 
ment over what was previously available, 
he is not so inclined to question the price. 
He is also more critical of prices of arti- 
cles of necessity or those required for 
daily use than of articles for display or of 
a luxury nature. 

Characterized by such basic ideas and 
attitudes, what are the phases of a com- 
pany’s business in which a consumer is 
most likely to be interested and to the re- 
porting of which he will be most apt to 
respond ? 

I believe it is generally true that con- 
sumers like to feel that they are buying 
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the products of a progressive company 
which is alert to the trends of the times 
and keeps its products up to date and 
which makes good service available to its 
customers. Consumers are also interested 
in the availability of the products they are 
seeking. This has been particularly true in 
recent years of shortages and pent-up de- 
mands. Therefore, when production is in- 
terrupted by wage disputes or by shortages 
of critical materials, and if this occurs 
when deliveries are already badly delayed, 
consumers are interested as to when these 
products will again be available. 

They are also interested in new prod- 
ucts which are to be released in the future, 
but if the announcements are made too far 
in advance and if the promises are not ful- 
filled, they may be bitterly disappointed 
In this respect it is generally true that 
products which make work easier or pro- 
vide more comfort are always of interest. 


Ir is also a common reaction on the 
part of most consumers that if they be- 
lieve that a company has satisfied em- 
ployes who take pride in their jobs and in 
the products they help to build, and if 
they believe that the company is well 
thought of in the community in which it 
operates, they will feel more kindly to- 
ward its management, more favorable to 
the company, and will be more satisfied 
customers. 

Consumers are always interested in 
price changes. When prices are adjusted 
upward, this should be made known im- 
mediately to distributors and to the pub- 
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lic generally, setting out the reasons for 
the increase in prices and the reasonable- 
ness thereof in relation to other factors. 
Companies sometimes make substantial 
increases in prices without any advance 
notice. It then becomes too late to make 
a satisfactory explanation in answer to 
criticisms as to why the increase was ne- 
cessary. Under such circumstances there is 
a strong suspicion that the increase was 
not fully justified and that the company 
hoped to get by without undue public 
notice. 

Moreover, consumers are suspicious of 
general price increases, particularly those 
which represent a flat percentage of in- 
crease on all products. Price increases 
which vary in percentage and which ob- 
viously are related to cost increases on a 
selective basis are more acceptable. In 
such situations where it is feasible to 
avoid increases on certain products, it in- 
dicates to the consumer that management 
exercised a certain degree of restraint and 
attempted to apply the increases where 
they were most needed. Best of all, of 
course, is a situation where an announce- 
ment of price adjustments includes some 
examples of no increases and some ex- 
amples of price decreases. A statement of 
that kind is generally accepted as a dem- 
onstration of good faith and an attempt to 
follow sound pricing policies. 


TuEre exist in many fields today gray 
or black markets of certain products which 
are critically short in supply. The exist- 
ence of such markets generally demon- 
strates that manufacturers or regular dis- 
tributors are voluntarily refraining from 
advancing prices as high as the inarkct 
will bear. This, of course, is commendable 
and industry has a right to take credit for 
it. Consumers are naturally concerned 
about gray or black markets and are some- 
times suspicious of the reasons for their 
existence. They are interested in learning 
from industry all of the facts regarding it, 
what industry's relationship might ke to- 
ward it, and what is being done to com- 
bat it. 

Let us now consider some of the ways 
by which information can be conveyed by 
industry to consumers and to the public 
on these subjects in which they are al- 
ready actively interested. These would in- 
clude: 

Press releases regarding specific com- 
pany developments. 

Institutional advertisements designed to 
present the company’s point of view 
on some particular topic or to ex- 
plain some action the company has 
taken. 

Dealers’ news letters. 


THE CONTROLLER........... 


Posters for display in company or dealer 
showrooms regarding some special 
topic. 

Special letters to employees, stockhold- 
ers, and others. 

Radio broadcasts, particularly of pro- 
gtams which are of general public in- 
terest and not too commercial. 


I am not going to try to develop the 
advantages or disadvantages of these vari- 
ous ways by which consumers and the 
public can be reached. I think each has 
its place in particular situations. In some 
cases it is desirable to use several forms 
for the same project in order to obtain 
overlap coverage. The significant point is 
that these methods of communication are 
specific in nature and being designed for 
special purposes in which the consumer is 
already interested, should prove relatively 
effective and successful. 





Making the Income 
Statement “Click” 


Because of unsuitably prepared 
financial statements, management is 
partly to blame for the public’s 
“gross misapprehension” over in- 
dustry’s profits, the First National 
Bank of Boston declared recently in 
its New England Letter. 

“While there are outstanding ex- 
ceptions,” the bank stated, “printed 
financial statements as a rule are so 
technical and dull that they are not 
comprehended by most people, in- 
cluding the workers.” Asserting that 
this is a field which calls for “eco- 
nomic statesmanship” on the part of 
management, the bank adds that “‘it 
would not take much effort or in- 
genuity to present the essential fea- 
tures of a corporation’s income 
statement in simple, understandable 
terms so that it would click with the 
man in the street.” 





The second realm of information re- 
quiring reports to consumers about indus- 
try’s prices, costs, and profits is the more 
difficult one because of its general nature, 
because of its technical aspects, and be- 
cause the consumer just isn’t much in- 
terested in it. Yet some knowledge is es- 
sential to a comprehensive understanding 
of the subject, and industry must do its 
best toward effectively reporting thereon. 
I think the basic message which business 
hopes to convey to the public in relation 
to prices, costs, and profits is somewhat as 
follows: 

Under our free enterprise system of 
business in the United States, profits are 
an essential element of continuing prog- 
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ress. Satisfactory profits can only be ob. 
tained by maintaining a proper relation. 
ship between the prices which a company 
charges for its products and the costs of 
production and distribution which it in. 
curs in making them available. Costs can 
be controlled only within restricted limits, 
The primary means of producing this 
proper relationship, therefore, lies in the 
price structure. 

In some lines of business it is necessary 
to change prices frequently because of 
wide fluctuations in the material element 
of their costs. Generally speaking, how- 
ever, most industrial companies attempt 
to follow a policy of fairly stable prices 
through relatively long periods. This 
means that the prices will remain more or 
less fixed even though there may be minor 
fluctuations in costs. However, when ma- 
jor changes in material or labor costs oc- 
cur and when these are not offset by other 
factors such as increased volume of pro- 
duction, prices are usually changed. Sta- 
bility of prices therefore does not usually 
indicate the same degree of stability of 
costs. 

An important characteristic of a price 
policy is the profit objective of a com- 
pany. Prices must of necessity be sufficient 
over the years to recover costs of produc- 
tion and operation plus some profit. I am 
assuming that this is a fundamental fact. 
The question which may be debatable is 
the profit objectives used by business in 
establishing selling prices. I think that 
profit objectives should be: 


1. To pay an adequate return to stock- 
holders in order to justify and en- 
courage the continuance of their in- 
vestment in the business. This should 
give due weight to the effects of in- 
flation. 


2. To provide, in addition to dividend 
requirements, amounts for retention 
in the business to meet the capital re- 
quired for its normal growth. Prac- 
tically all businesses must keep their 
products up to date and must intro- 
duce new and better lines of products 
to meet consumer demand. Unless a 
business is able to do this, it ceases to 
be progressive and gradually loses 
ground. 


3. In a period of inflation such as we 
are now experiencing there is gen- 
erally a third requirement which 
should be met in profit objectives, 
and that is to provide the amounts 
needed to enable the business to op- 
erate in the same scope and volume 
as before. Business must constantly 
renew itself to remain effective, and 
in order to do this, the integrity of 
its capital must be maintained. 


A profit objective when related to total 
investment indicates the desired return 
on investment. The attainment of this fe- 
turn on investment is dependent upon two 
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factors: first, the margin of profit on sales, 
or as it is sometimes expressed, the per- 
centage of profit to the net sales proceeds, 
and second, the rate of turnover of capital 
through sales, or the percentage of net 
sales proceeds to the capital. Expressed as 
a formula—margin of profit X rate of 
turnover — return on investment. 


Since the final objective is the return 
on investment, it becomes necessary to esti- 
mate what the volume of business will be 
under normal conditions in order to as- 
certain the desirable margin of profit re- 
quired to attain this goal. Obviously a 
percentage of return on investment which 
is adopted as a profit objective should be 
one which can be obtained as an average 
over a fairly long period of years. This 
necessarily implies that the actual return 
in exceptionally good years will be sub- 
stantially higher than the objective, and 
the actual return in poor years will be sub- 
stantially lower. This formula possibly 
suggests that the margin of profit should 
be uniform for all products. Practically, 
of course, this is impossible. Deviations 
are necessary to meet the competitive situ- 
ation with regard to many of the prod- 
ucts. It is, therefore, important to know 
the cost picture thoroughly on individual 
products in order to be in a position to 
make necessary deviations intelligently. 

Profit objectives are expressed not only 
for the overall picture, but for important 
groups of products which can be related 
to definite production units. For example, 
all the products of a particular plant 
might constitute one such group. Ob- 
viously, to be able to establish the profit 
objective in terms of return on invest- 
ment, it is mecessary to predict normal 
sales volume by classes of products with 
some degree of accuracy. It is also essen- 
tial to know what investment is required 
to produce the results anticipated. 

It might be objected that unless a com- 


pany had the utmost freedom to set prices 
unhampered by competitive considera- 
tions, it could not hope to attain a de- 
sired profit objective over a long period. 
However, if a company has products of 
real economic value to offer, and if such 
products have been efficiently produced 
and distributed, the play of competitive 
factors should certainly not prevent the 
attainment of this objective. In fact, the 
forces of competition should stimulate im- 
provements in manufacturing efficiency 
and in distribution or in design to help 
bring this about. 

The profit margins of many concerns 
are substantially lower now than they 
were prewar and yet despite this, the re- 
turn on investment is considerably greater. 
This, of course, has been made possible 
by the high volumes of business which are 
currently being enjoyed by most com- 
panies. There is a danger in assuming that 
this abnormal volume of business will 
continue indefinitely. Companies which 
have made break-even studies are aware 
of the much higher break-even points 
which exist today as compared to the pre- 
war era due to lower margins of profit 
and higher fixed costs. A modest drop in 
volume will cause some companies to be 
faced with losses. There is a great deal of 
uncertainty as to when present-day vol- 
umes will ultimately level off to some 
postwar normal basis and as to what these 
postwar volumes may be. The influence of 
the present programs for rearmament and 
for the Economic Cooperation Administra- 
tion may have the effect of prolonging 
these abnormal volumes for some time to 
come. All of this, however, increases the 
uncertainty as to when the adjustment will 
come and as to what degree it will affect 
business. 

The economic growth of the country, 
up to the beginning of the last war, was 
accompanied by substantial increases in 
wage rates, both in “money” wages and 
in “real” wages measured in terms of pur- 
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chasing power. The increase in “real” 
wages was made possible because of gains 
in productivity arising from technological 
improvements. Consequently, these sub. 
stantial increases in wages did not gener. 
ally result in increased prices, and as a 
matter of fact, did in many instances re. 
sult in lower prices because of increased 
productivity. 

Increases in wages since the war have 
been more rapid than increases in pro- 
ductivity. This has been reflected in 
higher labor costs per unit of product as 
well as higher costs of materials, com- 
ponents, and services purchased from 
other employers of labor. These higher 
labor costs have stimulated the installa- 
tion of more labor-saving equipment to 
bring about increases in productivity. This 
in turn has called for greater managerial 
skill and the investment of more capital 
for additions to plant and equipment, all 
of which are tied up with the question of 
adequate profits which I intend to discuss 
a little later. 

The expression “‘ability to pay,” which 
was coined a few years ago and which 
was used by labor officials and by some 
men in government circles, was accepted 
more widely than is generally appreciated. 
It is still difficult for many individuals to 
understand why it wasn’t possible to pay 
these annual rounds of wage increases 
without disturbing the price structure. 


One of the reasons for this difficulty is 
that the percentage of labor costs in re- 
lation to sales prices within a given com- 
pany may be rather low and may appear 
to be an unimportant item in the price 
structure. This overlooks the fact that the 
labor cost within any one enterprise is 
not the entire cost of labor represented in 
the final price. It is only an installment of 
a series of wage costs, beginning with the 
first cycle in extracting or handling raw 
materials, continuing through all the steps 
of processing and transporting, and end- 
ing with the final product. It is probably 
truce that total labor costs represent at 
least 80 per cent of the final price to the 
consumer, and therefore any general in- 
crease in wages must inevitably affect 
prices, even in those companies whose 
own labor costs appear low. 

It is my belief that industry has not 
done enough to point out to the public 
the necessity for keeping the industrial 
machine efficient and up to date in order 
to promote continued prosperity. The key 
to the situation is efficient and sustained 
production. To attain efficient and sus- 
tained production it is important that 
more and more tools of production be 
added to the economy. The investment in 
tools of production per employe is higher 
in the United States by far than in any 


(Continued on page 532) 
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The Function of Price in Our Economy 


By Joseph J. Myler 


CCORDING TO the indexes, business 
activity is at or near the highest level 
today that it has ever been in this country. 
The Federal Reserve Board Index of 
Industrial Production for March stood at 
192. In February, it was 194. It averaged 
about 187 in 1947. 

The Federal Reserve Board Index of 
Department Store Sales for March was 
284. It was 303 in December, 1947. It 
averaged 285 in 1947. 

Other indexes are also at an all time 
high: Production of both durable and 
non-durable goods is high. Construction 
is at a high level, though it is below the 
peak reached in 1947. Factory payrolls are 
the highest on record. 

Employment is high. When Henry 
Wallace wrote his book, “Sixty Million 
Jobs,” many persons thought he was 
dreaming. He talked about an economy of 
abundance, and a fuller life for all. We 
have gone beyond that hopeful anticipa- 
tion, for more than 60 million persons 
are employed today at higher wages than 
ever before. 

But even though business at the present 
time is exceptionally good, many persons 
are not actually prosperous. Despite high 
wages, workers have less left at the end 
of the week than they have had for many 
years. 

Even though it was recently announced 
that the total deposits in New York State 
savings banks have reached a figure above 
$10 billion, a recent survey of consumer 
spending and finances released by the Fed- 
eral Reserve Board indicates that the rate 
of savings has decreased to a percentage 
somewhat below that of the 1929-1941 
period. It predicted extended use of con- 
sumer and mortgage credit for purchases. 
Savings already accumulated are being 
used at an increasing rate, and net Treas- 
uty Savings Bond redemptions are taking 
place in higher income brackets than in 
earlier years. The survey pointed out that 
expenditure of accumulated savings is tak- 
ing place in about 25 per cent of all 
spending units, indicating a “general 
weakening” in the financial position of 
consumers. 

Of course, after the war, overtime was 
no longer necessary, which meant less 
total pay for workers. The attempt was 
made to secure the same total pay for less 
and less hours. This resulted in lower 
production, and the shortage of many 
items lasted longer than it would have if 
a longer work week had been in force. It 
may not be provable, but, in my opinion, 
more persons are living beyond their in- 


come today than ever before in the history 
of this country. 

Business, too, is making less profit to- 
day than in recent years. In the June issue 
of Chain Store Age, a summary of sales 
and profits for 44 chains indicated that 23 
of them made less profit in 1948 than for 
the same period in 1947. Many of the 
increases were very small, while the de- 
creases were large. Allied Stores Corpora- 
tion, for instance, earned about five mil- 
lion dollars less in the year ended Janu- 
ary 31, 1948, than in the year previous. In 
many industries, higher expenses are eat- 
ing hungrily into gross profit and leaving 
less and less for surplus. 


Why is this? What causes it? Ask 
any housewife and you will soon get 
the correct answer. She will say that 
prices are too high. Regardless of the 
fact that workers receive higher wages, 
everything that must be purchased for 
the home, for food, clothing, and recre- 
ation is much higher. There is little 
left over after the essentials of living are 
paid to be put aside for a rainy day. If a 
misfortune occurs, the family must borrow 
to pay the bill, and even interest rates are 
high for that kind of a loan. As a wag ex- 
pressed it lately to his wife, “We did not 
save enough during the depression so that 
we can live comfortably during the pros- 
perity.” 

Prices rose considerably from 1946 to 
the middle of 1947. The consumers’ price 
index rose 13 per cent, hourly pay to 
workers in manufacturing rose 13 per 
cent, and hourly pay to retail workers rose 
12 per cent. 


This rise was not due as many think to 
the removal of price controls. Rather it 
was due to increased use of money or to 
putting some idle dollars to work, to an 
increase of about four per cent in the 
quantity of money, and to an increase in 
production of goods. 

The latter would, of course, restrain 
prices, but the other two would cause them 
to rise. 

We do not need to prove that prices are 
high. Nearly everyone who buys mer- 
chandise will admit that. But if further 
proof is needed— 

The Federal Reserve Board Index of 
Consumer's Prices stood at 166.9 in 
March. It was 168.8 in January, and will 
be above that, in all probability, when 
June figures are compiled. In 1947, the 
average was 159.2. In 1940, the average 
was 100.2. That is an increase for 1947 
over 1940, of 59 per cent. 

The Federal Reserve Board Index of 
Wholesale Commodity Prices was 161.4 
in March. In January, it was 165.7, an all 
time high. In 1947, the average was 151.8. 
In 1940, the average was 78.6. That is an 
increase for 1947 over 1940, of 93 per 
cent. 

The June 19th issue of ‘Business 
Week” listed about 14 lines of statistics 
on prices and interest rates. Everything 
quoted therein was as high or higher than 
a year ago, and much higher than the 
1941 average with the single exception of 
the price of rubber. 

So today we are in the unprosperous 
position of enjoying the highest wages in 
our history, but also of having to pay the 
highest prices for everything. The net re- 
sult is that we have little left over at the 
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end of the week. Under the free enterprise 
system, saving is very important. Money 
saved, either by firms or individuals, is 
used for investment in new and old busi- 
nesses; in machinery for productive pur- 
poses; in schools, colleges, and other cul- 
tural objectives. America has keen built 
up and made strong from these savings. 
They should be encouraged and our re- 
lationship between wages and _ prices 
should be such that a person who wants to 
save can do so. 

Recently, the spirit of thrift has been 
belittled by the philosophy of the New 
Dealers. The objective and example of 
the government seems to have been to 
spend. ‘Spend ourselves into prosperity” 
was one of the many slogans of an era 
that violated many of the sensible prin- 
ciples of economics. 

There will be virtually no dispute with 
the statement that prices are high. The 
word high, however, is a relative term, 
and should be so understood. Prices of 
goods may be high with relation to dol- 
lars, but may not be high when compared 
with taxes or to corporation profits. 


A FARMER recently went into a lumber 
concern and asked the price of cedar 
shingles. He was told that they were about 
$16.40 per square. He left in disgust 
thinking that a plot was afoot to rob him. 
However, he returned a few days later, 
made the purchase, and said that it always 
had cost him the price of a hog to shingle 
the shed, and he still found that to be 
about true. 

This is another way of saying that when 
prices are high, customers usually have the 
money to pay the charge, although they 
may have nothing left over after paying it. 
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Prices are the very backbone of our in- 
dustrial system. The less they are inter- 
fered with by theoretical controls, the bet- 
ter they will function. In considering the 
function of prices, we should consider 
what happens in all industries, not in one 
or even in a few. One of the mistakes of 
our economic thinking is that only the 
immediate and not the long term effects 
of an act or policy is considered, and too 
often, only one group, not all groups, are 
considered. 

Special groups receive too much atten- 
tion because today there is special plead- 
ing of selfish interests who hope to bene- 
fit temporarily at the expense of other 
groups. These greedy groups are not ren- 
dering a service to society, but often they 
are able to sell their idea and thus secure 
a temporary advantage. Too often, bad 
economists present their erroneous think- 
ing to the public better than good econ- 
omists present their truths. The reason is, 
of course, that they are presenting half 
truths. They are presenting only the im- 
mediate effect of a certain policy on a 
certain group. So far as they go they are 
right, but they do not go far enough, nor 
do they present the entire case. 

So, in trying to determine the function 
of price, we must consider the whole so- 
ciety, not a special group or a few groups. 

Prices are the backbone of our produc- 
tive system because prices solve the prob- 
lem of how much and to what items labor 
and capital should be applied in order to 
meet the different needs and wants of a 
society. 

Prices are fixed by the relationship of 
supply and demand, and in turn prices 
themselves act upon supply and demand. 
When customers want more of a particular 
item, they offer more for it. This causes 
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the price of that item to rise. The higher 
price increases the profit of those who 
make and sell the item. Business men, now 
seeing that they can increase their profit 
by making more of the wanted item, in- 
crease their production. Other producers 
are attracted to the field, which increases 
the supply, then reduces the price, and 
then the profit margin until it falls to the 
general level of profit in other industries, 
Then production slows up so that a rela- 
tively stable demand and supply and price 
situation is reached. This is sometimes a 
slow process, but it rarely fails to follow 
that pattern if left to function normally. 

Other things may happen. The demand 
for the article may decline, or Mrs. Con- 
sumer may turn to something else. Style 
or seasonal changes may affect it. Or the 
supply may increase to a point where there 
is less profit in making it than in making 
something else. There may even be a loss 
in making it. If that happens, the so-called 
marginal producers will be driven out of 
business, and the product will be made 
only by the most efficient producers whose 
costs are the lowest. The supply will then 
drop, and a stable relationship between 
supply and demand and price will be es- 
tablished. 


Tuis has led to the fallacy that prices 
are determined by the costs of production. 
Prices are determined by supply and de- 
mand. Demand is determined by how in- 
tensely customers want a commodity and 
what they have to offer in exchange for it. 
Supply, however, is in part determined by 
costs of production. What an item will 
cost to produce in the future will deter- 
mine in part how much of it will be made. 
That will affect the supply in the future. 
Thus there is a tendency for the price of 
an item to equal the marginal cost of pro- 
duction, but not because the marginal cost 
of production determines the price. 

Prices might be likened to the governor 
on a steam engine, that little gadget which 
opens or closes the throttle with variations 
in the engine’s speed so that the speed is 
kept constant. Prices open or close the 
throttle in supply and demand to main- 
tain a stable relationship. If demand is 
high and supply short or customers want 
more of an item they bid for it and the 
price rises. This increases the profit of 
those who make the item, which in turn 
stimulates them to produce more. It in- 
duces others to stop making some of the 
products they previously made and turn 
to making the product that promises a 
better return. This increases the supply of 
the wanted item at the same time that it 
decreases some other item. The price of 
the item, therefore, falls in relation to the 
price of other items, and production is 
then slowed down and a stable situation 
again develops. 

If, on the other hand, demand for an 
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item falls off, its price will decline, the 
profit in making it decreases, and produc- 
tion declines. This also brings about a 
stable situation. 

Enemies of the price system and the- 
orists of the production for use economy 
claim that the price system creates scarci- 
ties. Why, they ask, should producers of 
shoes slow production when demand 
catches up? Why not continue to produce 
shoes to capacity ? Why should their profit 
be the guide ? 

This reasoning leaves out all the other 
industries. Up to a certain point it is nec- 
essary to produce shoes. But it is also 
necessary to produce many other items. 
It would be foolish to continue to pro- 
duce shoes while some other item needed 
to be produced. 

Because less of one item is being pro- 
duced does not mean that less in the ag- 
gregate is being produced. For an indus- 
try to expand, labor and capital must be 
diverted to it. At any particular moment 
those factors are limited. So if one in- 
dustry takes more, others must give some 
up. If one shrinks, there is more for 
others. Therefore, a shrinkage in the pro- 
duction of one item does not mean less 
aggregate production. 

Everything that is produced is done at 
the expense of foregoing something else. 

It is a natural conclusion from this 
function of price that dying industries 
should be allowed to die. They absorb 
labor and capital that could better be used 
elsewhere. The price system is the only 
one that determines how much of one item 
should be made in relation to all other 
items. This very difficult problem is solved 
effectively by the system of prices, profits, 
and costs. Under the function of prices, 
consumers themselves solve the problem 
by deciding themselves whether they want 
shoes or cameras. 


It is necessary to examine the function 
of profit because it has an important part 
in the price, profit, cost relationship. 

In a free economy, in which wages, 
costs, and prices are dependent entirely 
upon a competitive market, the amount of 
the prospective profit determines what 
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items shall be made and in what quanti- 
ties, and also what items shall not be 
made. 

One of the functions of profit is to ap- 
portion the relative output of thousands of 
different items in accordance with de- 
mand. No other system will do this so 
efficiently. Free prices and free profits will 
produce the most goods and relieve short- 
ages quicker than any other system. Ar- 
bitrarily fixed prices and arbitrarily lim- 
ited profits will prolong shortages and 
reduce production and employment. It 
isn’t possible for a group of bureaucrats 
to control production of our thousands of 
items as well as the free decisions of the 
millions of customers throughout the 
world. 

The function of profit is to put con- 
stant and unremitting pressure on the 
head of every competitive business to in- 
troduce further economies and efficiencies. 
In good times he will do it to increase 
his profits. In normal times he will do it 
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to keep ahead of his competitor. In bad 
times he will do it to survive. For in a 
profit system, profits may turn into losses. 
A man will work harder to prevent losses 
than he will to add to his profits. 

The function of profit in our system is 
to tell us what items are the most economi- 
cal to make, but also the most economical 
ways to make them. These questions must 
be answered by every kind of economic 
system. The free enterprise system has 
proven that it provides the best answers. 

Prices are fixed by the relationship of 
supply and demand. Recently this relation- 
ship has been disturbed by a series of gov- 
ernmental policies and controls. 

Beginning in 1933, our government 
made many attempts to raise prices, even 
going to the extent of writing down the 
gold content of the dollar. It paid a sub- 
sidy for newly mined domestic silver 
which gave that commodity an inflation- 
ary value. The government also was in- 
fluential in raising the prices of farm 
products. 

This governmental action extended 
through the 1930's and lasted until Pearl 
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Harbor. Once we got into the war, de- 
mands exceeded supply which had the ef- 
fect of further raising prices. 


Arter the war ended, demand for ci- 
vilian goods was very high, resulting in 
shortages of many lines of merchandise. 
When demand is high and goods are 
short, there is a terrific pressure on prices. 
They go up, of course, because under 
those conditions we bid against one 
another for merchandise. Manufacturers 
bid against one another for labor and ma- 
terials which increases the cost of manu- 
factured goods. Retailers bid against one 
another to get the goods in their stores 
which increases the retail price. Besides 
that, when customers are bidding for 
goods the manufacturer is tempted to add 
a little to his price, and the retailer is 
tempted to do the same. The net result is 
a rise in the price of goods. That is in- 
evitable in our economy. It can be stated 
as an axiom that when goods are scarce 
and demand high, prices will rise. This 
works in reverse too, as we shall try to 
demonstrate later. 

The government has claimed that cor- 
poration profits are too high indicating 
that as the reason for higher prices. In the 
Harvard Business Review for March, 
1948, author Dan Throop Smith con- 
cluded that if the inventory profit of about 
$5 billion was deducted from the 1947 
corporation profit of about $17 billion, the 
actual operating profit of $12 billion for 
all corporations would not represent an 
increase in percentage of the national in- 
come when compared with a number of 
previous years. 

The figures usually quoted for corpora- 
tion profits are before taxes. This is very 
misleading because taxes are a very defi- 
nite charge which must be paid whether 
a corporation has the cash or not. Speak- 
ing of profits before taxes is about the 
same as profits before paying the payroll 
or the rent. The only true concept of 
profits is profits after taxes. 

Taxes take about 40 per cent of a cor- 
poration’s profit. In addition, an investor 
must pay taxes on any dividends he re- 
ceives, which is double taxation. Besides 
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the direct taxes taken by the government, a 
considerable amount is taken by indirect or 
buried taxes. It has been estimated, for 
instance, that there are 52 hidden taxes in 
the price of a loaf of bread, and 154 in 
the price of a cake of soap. 

When searching for a cause of high 
prices, taxes must receive first attention. 
They not only increase the price of mer- 
chandise, but they reduce the effective de- 
mand. 

Actually corporation profits rose less 
than the income of either corporation 
employees or other employees, less than 
the income of farmers, and far less than 
the costs of government. 

During 1947, the prices of certain 
lines became so high that customers re- 
fused to buy. That is the normal reaction 
when prices are too high. When goods 
begin to be plentiful and prices remain 
high, customers decide they prefer some- 
thing else, perhaps their money. When 
sales fall off, merchants usually check 
their prices. Maybe they are being under- 
sold, or competitors are selling a better 
article for the same price. If competitive 
conditions are equal, the reason must be 
that Mrs. Consumer has decided to forego 
buying the item until prices come down. 

A good illustration of this is chocolate 
candy. During 1947, this item sold for 
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very high prices, and manufacturers made 
exorbitant profits. Finally, however, the 
ceiling was reached and Mrs. Consumer 
refused to buy. Prices began to drop. 
Manufacturers were caught with huge 
stocks which they tried to sell at reduced 
prices. Manufacturers made money on the 
high prices, but lost it later in moving or 
losing their inventories. This fall, candy 
prices will be more normal. 

A similar condition exists in textiles. 
All textile goods have been high for a 
long time. They have been short and 
prices have been bid up. This spring the 
market was jittery. Mrs. Consumer was 
not buying, and retailers were delaying 
advance purchases. Prices were due to 
drop and finally did begin to drop a little. 
We have not yet had a full correction, 
but it will come in time. 


Tuere is then a price cycle. When 
goods are scarce and demand high, prices 
go up. When goods are produced in quan- 
tity, Mrs. Consumer decides she should 
get them cheaper, delays buying, and 
prices come down. The demand may still 
be high, but is deferred. If production 
continues high till the market is glutted, 
and production is halted, then demand is 
satisfied, and prices fall sharply to move 
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the goods. It doesn’t make much differ- 
ence what the price is when there are no 
buyers. 

There are several reasons for the pres- 
ent high prices which might be listed as 
follows: 


1. High cost of government 
2. Past dilutions of the money sup- 
I 

3. oiane of many lines of mer- 
chandise 

4. High demand following the end 
of the war 

5. High cost of labor 

6. High cost of materials in which, 

of course, labor is a large part 

. Forty hour work week 

. Low productivity 

. Lack of new machinery 

. High taxes 

. Post-war adjustment 
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Every business man faces costs over 
which he has no control. For instance the 
prewar wage of a coal miner was $23.88 
per week. Today, it is $75.91. There are 
few businesses that do not find the price 
of coal somewhere reflected in their costs. 
We mine about two million tons of coal 
per day when the mines are working. An 
increase of 50 cents per ton means $1 mil- 
lion a day to be absorbed somewhere. 

We have had and are facing higher 
freight rates. Anyone who studies the 
statements of the large railroad systems 
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realizes that a further increase is desired. 

If a corporation wishes one of its ex- 
ecutives to have $25,000 a year for his 
services, he must be paid about $50,000 to 
have $25,000 left after paying his tax. If 
the corporation wishes him to have $50,- 
000, he must be paid $137,000 a year, 
since his taxes will be about $87,000. 

High taxes are draining off the savings, 
leaving no risk capital available for new 
businesses, new machinery for old busi- 
nesses, or for ventures of any kind. We 
are wearing out the tools of production 
that were saved up in the pre-New Deal 
days, and the incentive to replace them 
has been destroyed by high taxes. This 
cannot continue long without ruining 
our standard of living. 


Hicu taxes are also destroying the urge 
for extra effort. It is doubtful if taxes 
should ever exceed 50 per cent of a per- 
son’s income. Some students say 25 per 
cent should be the top. When a person 
teaches a point where he pays more than 
half of additional earnings in taxes, he is 
very likely to defer the effort. This is a 
loss to society and actually works to keep 
prices high. 

Taxes on payroll today, including com- 
pensation insurance, federal old age 
benefit, and state unemployment insur- 
ance, pay for holidays not worked, pay for 
vacations, hospitalization insurance, re- 
tirement insurance, etc., has been esti- 
mated by Business Week (April 17) to be 
1214 cents a man-hour worked. 

The federal government, according to 
a statement by Under-Secretary of the 
Treasury Wiggins, is taking $100 million 
a day from the citizens of the United 
States. This contributes to high prices. In 
fact the federal government must be 
charged with much of the reason for pres- 
ent high prices. There was a deliberate 
attempt to raise farm prices in the 30's, 
and none of the inflationary forces set in 
motion have ever been cancelled or cur- 
tailed. We should not complain about an 
attempt to get farm prices raised, but 
times and conditions change and different 
actions are needed to fit conditions. 

We must consider, too, that any addi- 
tional productive capacity that is created 
today will cost about three times as much 
as prewar days. Goods produced in high 
priced factories and sold in high priced 
stores will be higher priced. 

A retail store today costs about three 
times as much to build as it did in pre- 
war days. According to the American Ap- 
praisal Company, the Construction Cost 
Index is now about 480. The peak after 
the last war was about 300. In 1940, it 
was 200. These high costs mean higher 
prices. A young firm indulging in rapid 
expansion of plant facilities or new stores 
at these levels is inviting trouble if busi- 
ness conditions decline because of high 








depreciation costs on these plants and 
stores. We may even reduce other costs of 
production, but be unable to reduce prices 
very much because of high overhead on 
costly plants or stores. 

Every manufacturer and merchant 
wants to produce and sell more goods at 
lower prices in an expanding economy so 
that society can have more of the better 
things of life. 

We believe in an economy of plenty 
and that persons should want to produce 
an abundance of goods. The more that is 
produced the more we shall have. Produc- 
tion is the key to prosperity. We cannot 
enjoy a book, wear a suit, or eat a carrot 
that is not produced. We cannot have un- 
less we produce. 

Yet, today, production is restricted by 
various devices. In construction work there 
is a limit placed on the number of bricks 
a man may lay. In the railroad industries 
there is feather-bedding. There is restric- 
tion in hours of work, slow-downs, etc. 
All these restrictions retard production, 





According to a Twentieth Century Fund 
report, an estimated 90 per cent of the 
total business of manufacturers and 
wholesalers in the United States before 
the war was done on credit and at least 
33 per cent of retail sales were charge 
accounts or installment purchases. 





increase prices, and injure society. 

Where tariff restrictions cause high 
prices they should be carefully examined 
and corrected. 

Businessmen know that their survival 
depends on producing goods at prices the 
public can afford to pay. 

It is true that after a war we emerge on 
a different plane, and it takes time for 
prices and wages to become adjusted. One 
of the difficulties now is that too many re- 
strictions have been placed on our system. 
It is not operating as a truly free enter- 
prise system. 

Under that system, when goods are 
short and prices high, more productive 
capacity would be provided by risk capi- 
tal. Today risk capital is non-existent be- 
cause of the high taxes and unwillingness 
to compete because of the high cost of 
building and equipping a plant or store. 

To provide risk capital, taxes must be 
reduced. To provide added plant facili- 
ties, construction costs must be reduced. 
This must have attention before it is too 
late, because it is the most serious handi- 
cap to lower prices in our economy today. 

There are a few steps that could be taken 
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to curb rising prices, but they are difficult 
to put into operation. Everyone admits 
that America is great because of our free 
enterprise system and our ability to pro- 
duce, but we hesitate to take steps to pre- 
serve that greatness. 

For the long range benefit of our econ- 
omy, we need to begin a real study of 
economics. Today persons can graduate 
from college with only one semester of 
economics. Yet their chief problem for the 
rest of their lives will be to make a living. 
A knowledge of economics would be 
helpful in solving some of the practical 
problems of our society. There would be 
far fewer ‘‘screwball” plans offered if we 
began a study of economics in the low 
grades and carried it through college. 

We would not think of not teaching 
reading or writing or arithmetic or spell- 
ing or grammar. If no grammar were 
taught in our schools, can you imagine 
what our language would be in a few 
years. We add history and geography as 
the mind develops and then languages 
and higher subjects. Economics is as im- 
portant as any of the fundamental sub- 
jects. It is used more than history or 
geography by most of us. It would help 
all of us in our daily lives. It would help 
our leaders solve economic problems. It 
would help our legislators make better 
laws. 


Economics should be added to the 
fundamental subjects taught in our schools. 
It should be started early and continued 
throughout the education of youths—both 
boys and girls. It should be taught by 
competent instructors who have them- 
selves made a thorough study of the his- 
tory of economics and its many problems. 

There is much misunderstanding about 
the amount of profit made by businesses— 
especially by retailers. So many incorrect 
mark-up figures are seen printed and 
heard quoted, that it seems essential for 
retailers to combat the erroneous opinion 
that profits are exorbitant. For a great 
many years, the Harvard Business School 
has been publishing figures to show the 
net profit after taxes of most of the vari- 
ety chains and some of the department 
stores. The National Retail Dry Goods 
Association issues reports showing the 
amount of profit made by many retail 
stores in the country. Retail stores should 
devote a little of their advertising budget 
to publishing statements and figures so 
that erroneous ideas may be corrected. A 
true understanding of how much profit is 
left to manufacturer and retailer will 
mean a better understanding of the sub- 
ject of price. 
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Let’s Have Faith in America! 


An Engineer’s Appraisal of the Current Outlook 


By F.T. Letchfield 


HE AIRPLANE is a useful tool of the 

geologist. It enables him to study any 
particular area from a sufficient height 
and distance to see the various formations 
and configurations in their true relation to 
one another. Details as to kinds of rocks, 
their outcroppings, nature of overburden 
and the like, are important, but accurate 
interpretation of their significance re- 
quires a panoramic view. The problem 
confronting anyone attempting appraisal 
of the economic outlook at any given 
time is analogous to that of the geologist 
in the sense that current events must be 
studied in relation to the underlying, fun- 
damental forces which cause them. 

Unfortunately no mechanical device is 
of any avail in analyzing economic condi- 
tions. There is, however, one instrument 
which is most useful—it is history. His- 
tory provides the panoramic view, but 
more important, it discloses a cyclic pat- 
tern so consistent as to warrant the as- 
sumption that history will keep on repeat- 
ing itself so long as there are human 
beings to make it. 

I shall, then, confine my discussion to 
the broader aspects of the current outlook 
by extrapolating from history as best I 
can. 

Any diagnosis of business conditions 
today requires first, it seems to me, a 
recognition that analysis is made particu- 
larly difficult by the circumstance that 
several powerful forces, of both domestic 
and international origins, are impinging 
simultaneously upon every segment of our 
national structure—economic, _ political 
and social. Some of these were delayed in 
their effects by the war while others were 
greatly accelerated by it. The net result 
has been to increase both the complexi- 
ties of our problems and our confusions 
in dealing with them. I shall confine my 
discussion, however, to a few factors of 
domestic origin which to identify are 
quite easy. 

For fifteen years we’ve been dancing to 
crazy tunes composed by impractical theo- 
rists and orchestrated by a group of 
shrewd political opportunists. They came 
into power at a time when America was 
psychologically ripe to mistake foolhardy 
experimentation for inspired leadership, a 
time when, because the leaves of our eco- 
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nomic tree had withered, a large number 
of our people were easily convinced that 
the roots of that tree were dead. 

There is no need to recount the sorry 
sequence of events which carried us so 
far off our traditional course of free en- 
terprise, a course which America had 
traveled a hundred and fifty years and 
which led her to world leadership. It is, 
however, most important that we recog- 
nize the impairment in our national think- 
ing brought about by years of flighty lead- 
ership, intellectual dishonesty in high 
places, and a cynical disregard of homely 
virtues heretofore considered the very es- 
sence of American character. Faulty think- 
ing on a national scale still persists and 
is the root cause of today’s difficulties. 
This is not an oversimplification in diag- 
nosis but a premise basic to an understand- 
ing of our current problems. Let us ex- 
amine some of them in more detail. 

We have heard, and are hearing, a 
great deai about free enterprise. Some of 
the loudest acclaim comes from the pro- 
ponents of government controls over 
this, that, and every segment of our eco- 
nomic life. There are even business men 
who advocate—and actually believe in— 
government controls over housing, credits 
and other components of our economic 
mechanism. 


Now any student of history should 
know that a society such as ours either 
gravitates toward a completely regimented 
economy or maintains one which is wholly 
free. Anything in between simply won't 
work, as we have so conclusively demon- 
strated in this country over the past fif- 
teen years with England currently furnish- 
ing additional proof. A planned economy 
is like the drug habit. They both start ex- 
perimentally. They both require succes- 
sively larger doses and in both cases you 
either leave them strictly alone or ulti- 
mately reap disaster. Nor does the analogy 
stop there for in each instance it is much 
easier to start than to quit. 

The number of people in the United 
States who do not believe in the free en- 
terprise system, nor value the personal 
freedom upon which it is based, is incon- 
sequential, percentagewise. But the num- 
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ber who still do not yet realize that no 
part of a planned economy can be mixed 
successfully with a free enterprise system 
is disturbingly large. It is evidence of the 
kind of muddled thinking which has pre- 
vented our attainment of anything like 
the peacetime conditions potential to post 
war America and so long as it persists just 
so long will full recovery be delayed, re- 
covery not alone from the war, but like- 
wise from the many idiocies we have 
practiced since 1933 in the pious name of 
social and economic reform. The bill for 
that orgy has yet to be paid and there are 
many items on the invoice. Let us glance 
at some of the entries. There is a large 
one called “Labor.” 


Hisrory is essentially a record of man’s 
efforts to attain equilibrium in human te- 
lationships. There were the long, bitter 
struggles to obtain freedom from slavery, 
religious freedom, political freedom, and 
now we are groping for economic free- 
dom for the individual. Our so called 
labor-management problems today are a 
phase in an age-old evolutionary process 
starting with the slave and owner rela- 
tionship, then the servant and master and 
now the wage earner and employer. Each 
stage required centuries to move definitely 
and finally to the next higher and more 
intelligent level. 

Here in America individual freedom 
found its fullest expression, for it was 
implemented and safeguarded politically. 
Because of it we have made greater prog- 
ress than any other nation toward achiev- 
ing equity between those who hire and 
those who work for a wage. We have also 
been aided by another circumstance unique 
to America. I refer to the mass produc- 
tion techniques which we have developed 
to such a high stage of perfection during 
the past fifty years. 

Henry Ford was the first to demon- 
strate on a large practical scale that it is 
far better to pay an employee ten dollars 
a day than to pay him five, and that to do 
so only requires mechanizations which en- 
able the worker to turn out something 
more than twice as much in a given time. 
The average foreigner views this purely 
American wage philosophy through the 
small end of the telescope. Invariably he 
believes we mechanize our industry to 
compensate for high wage scales, when 





¥%UM 











IP RESENTING ... the first book- 
* ~ keeping machine styled in the 
modern mode—with that rare beauty of 
truly functional design. And inherent in 
this distinctive machine are new features 
that speed and simplify the production 
of every accounting record. 

The Foremost is fashioned for effi- 
ciency in business administration—fash- 
ioned for faster accounts receivable, for 
more detailed accounts payable, for com- 
plete payroll records—as well as for every 


other phase of management control. 

Combining the maximum in owner- 
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completely electrified bookkeeping ma- 
chine is designed to produce the results 
you require—at lower cost. See it today! 
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exactly the reverse is true. We mechanize 
so that we can pay high wages. 

The pay envelope, however, is but one 
element of the problem upon which we 
have made progress. American manage- 
ment, generally, has long since repudiated 
the viewpoint—which still persists out- 
side our shores—that labor is a com- 
modity to be purchased in the cheapest 
market. We know that labor is our prin- 
cipal earning asset. More important, we 
have accepted as basic the premise that 
the employer's obligation to his employee 
runs quite beyond a mere meeting of the 
payroll, that the human machine must be 
provided for after the time he, or she, 
becomes too old or too ‘ncapacitated to 
be used efficiently. Fulfillment of this con- 
cept, however, is far from accomplished. 
One cause of our slow and halting prog- 
ress is political interference. 

Ever since 1933 Washington has en- 
deavored to create a millenium for the 
working man by legislating it. To make 
matters worse politicians have proceeded 
on the thesis that solution of labor-man- 
agement difficulties is a question of social 
reform, when, in fact, it is an exceedingly 
complex problem in economics. It can 
only be solved after much trial and er- 
ror by right-minded men seeking the solu- 
tion for their own individual case within 
the confines of sound economic practices. 

Only historians, a half century or more 
hence, will be able to say how far the 
real interests of wage earners have been 
set back by government action over the 
past fifteen years. The whole movement 
during that time has been predicated upon 
the erroneous thesis of inherent conflict of 
interest between the worker and his em- 
ployer. The very connotation of “Collec- 
tive Bargaining” is an invitation to class 
warfare, for when two parties bargain 
they seek to get as much, and give as lit- 
tle, as possible. How can any constructive 
results flow from the atmosphere engen- 
dered by compulsory collective bargain- 
ing? History will not forgive those who, 
for the most sordid of political purposes, 
deliberately incited class hatreds in Amer- 
ica and forced a closed shop on the whole 
country. 


Lasor is likely to pay dearly in the end 
- if it does not dissolve its present partner- 
ship with politics. The day the Wagner 
law went into effect the Taft-Hartley Act 
became inevitable, and if the high priests 
of the closed shop persist in an arrogant 
belief that they are exempt from the 
sovereign powers of the people, the latter 
will compel Congress to enact whatever 
laws are necessary. But it is unbelievable 
that any economic or social problem can 
ever be solved politically. 








Labor unions have performed necessary 
functions in the past. They may find real 
usefulness in the future. But there is no 
blinking the fact that today they are the 
greatest single handicap to economic prog- 
ress in the United States. It is not so 
much the organized power they possess 
as the philosophy of the leaders who dic- 
tate their policies. The economic effect 
has been vastly to increase the cost of 
producing less wealth. 

The special privileges labor unions have 
wrested from Congress, the callous dis- 
regard they have shown for the public 
interest, the aid and comfort they have 
given the communists, the outright rack- 
eteering they have permitted—none of 
these is so dangerous to free enterprise 
as the “Closed Shop.” The latter may be 
legal in the eyes of the courts, but it 
negates every word of the Bill of Rights. 
It offends every principle upon which the 
American way of life is based. 


To regain the ground lost and to move 
forward to more enlightened, more equi- 
table relationships between those who 
hire and those who work for wage or 
salary is primarily a task for management. 
It involves, it seems to me, acceptance of 
certain fundamental, basic truths. 

Among these I would place first, the 
principle that the legitimate self interests 
of the employee and the employer in any 
given enterprise are not antagonistic but 
communal; second, that each individual 
organization represents a team upon 
which every one from top executive to 
the humblest employee has an important 
and necessary assignment to fulfill; herd, 
that there is dignity and value in any job 
well done; fourth, a recognition of the 
biological fact that human beings differ 
widely in their inherent capabilities and 
skills, that each should be paid in ac- 
cordance with his or her worth but that 
each should have opportunity to reach 
his maximum level. 

And last is assurance against an indi- 
gent old age, for not until the American 
worker is convinced that he can attain 
greater security and fair treatment from 
his employer than from his union mem- 
bership card, can we hope to remove the 
blight of the closed shop from our econ- 
omy. 

Solutions will not be found overnight 
nor will they be accomplished by appoint- 
ing committees, passing resolutions, of 
maintaining lobbies in Washington. In- 
dividual managements must deal with the 
conditions and problems peculiar to their 
own enterprises. But any solution, to be 
successful, must be based upon sound 
economics. 
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Establishment of mutual confidence 
and respect between labor and manage- 
ment is the key, I believe, to other prob- 
lems we face, for it would reclothe the 
individual with dignity, and restore his 
sense of individual responsibility. It was 
repudiation of individualism and accept- 
ance of the philosophy that government 
could, and should, assume responsibility 
for the economic security of the individ- 
ual, which breached the dike fifteen years 
ago to loose a flood of planned economy. 
It has cost us much materially and mor- 
ally. The sophistries of planned economy 
still poison our whole system, as witness 
the continuous efforts to solve economic 
problems in Washington. 

You may feel that belaboring some of 
the manifestations of our faulty national 
thinking is a poor method of appraising 
the current economic outlook. Frankly, | 
am not even attempting it in any detail 
for I believe that whatever course busi- 
ness will take during 1948 is immaterial 
compared with the basic factors, namely: 
What are the potentials of our American 
economy, and what is the likelihood that 
the barriers preventing realization of those 
potentials can, and will, be removed? 

In respect to these two questions no 
man can rightfully speak dogmatically. 
There are, however, two basic assump- 
tions upon which one may proceed to rea- 
son from cause to effect with every confi- 
dence. One is that economic forces, like 
those of gravity, are subject to definite 
laws. The other is that history inevitably 
repeats itself. On that basis I should like 
to discuss briefly the possibilities of Amer- 
ican industry. 


One would think that the war had 
left the collectivists in this country not 
a leg to stand on, for it was private enter- 
prise which had to rescue the nation 
when it faced disaster on December 7, 
1941. It was American industry at its 
best which alone produced more goods 
than all other belligerents put together. 
It did this with government hanging on 
its neck and labor unions often crippling 
one hand. It did this despite the disciplines 
necessary in time of war and the confu- 
sions inevitable to such a gigantic task 
carried on under emergency conditions. 
It was the free enterprise system, enet- 
gized by individual initiative which, when 
our very existence as a nation was threat- 
ened, was called upon to arm eleven mil- 
lion Americans and as many more of our 
Allies. Starting from scratch it built a 
navy larger than the combined fleets of 
the rest of the world. It replaced twenty 
million tons of shipping sunk by enemy 
action, and added another 20 million tons 
to the Allied Merchant Marine. 

With hardly a pause to catch its breath, 
this magnificent machine shifted to 4 
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peacetime task which, in its physical di- 
mensions, was greater than it faced during 
four years of war, huge as the latter was. 
Most remarkable of all, we do not yet 
know our true capacity to produce wealth; 
for American industry and business, since 
the end of the war, have been subject to 
continuous harassment from governmen- 
tal interference with natural economic 
forces, from strikes and featherbedding by 
labor unions, from the uncertainties and 
tensions generated by the grim course of 
world affairs. Thus we do not know to 
what high standard of living we might 
aspire if we can but realize the vast eco- 
nomic potential of America. 

We do know that since 1929 there has 
been a steady increase in our physical defi- 
cits, as represented by the labor and ma- 
terials necessary to an adequate rehabilita- 
tion of our homes, our farms, our fac- 
tories, our cities, towns and_ villages. 
Since the same date our population has 
increased by twenty million; new indus- 
tries have come into being; and practi- 
cally everything we own, or use, is quite 
obsolete in the light of scientific and en- 
gineering developments over the past ten 
years. 

In the longer view the potentials for 
every branch of commerce and industry 
are prodigious. By the time the automo- 
bile manufacturers have supplied the pres- 
ent urgent demand, they will face a 
greater task replacing a large percentage 
of cars in use today. The same general ob- 
servation applies to the construction in- 
dustry and the electrical industry. It will 
take years for the electrical industry to 
acquire the reserve capacities it should 
have. In the realm of public transporta- 
tion, whether by land, air or water, com- 
petition will bring about a considerable 
remodeling of existing facilities, provid- 
ing greater safety, comfort and speed. 


Tue infinite number of combinations 
and permutations of the elements now 
possible to the chemist makes it impos- 
sible to gauge the ceiling of any branch 
of that industry, whether plastics or in- 
secticides, soaps or fabrics, artificial fibres 
or new fuels and lubricants. Develop- 
ments in all fields of metallurgy, as a 
result of the war, will prove invaluable as 
time goes on. New alloys, better methods 
of heat-treating and welding, progress in 
the arts of powder metallurgy and induc- 
tion hardening will all manifest them- 
selves in higher quality and lower costs. 
High temperature materials being de- 
veloped and improved for jet propulsion 
make certain that the gas turbine will be 
one of our most important prime movers 
within the next few years. 

As it stands today, a four and a half 
billion dollar industry—larger than the 
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prewar automotive industry at its best 
is built around electronics. And it 
only started. Even the limited mileage of 
co-axial cables now in use has given a 
tremendous fillip to television. It will 
grow geometrically, as high frequency 
transmission facilities become available. 
All of these potentials of industry (and 
the samples cited are but a fraction of 
the total), can be evaluated statistically. 
Together they point to a far greater na- 
tional income than any figure we have 
heretofore regarded as normal. 

Our most valuable national asset, how- 
ever, is dimensionless, for I refer to the 
human mind. There is a resource without 
limit—it can never be exhausted. To the 
contrary, the more we learn the 
rapid the growth of our knowledge in all 
directions. This was strikingly demon- 
strated during the four years of war, par- 
ticularly to those who were privileged to 
observe at first-hand the scientists and en- 
gineers of the country at work on radar, 
proximity fuses, guided missiles, commu- 
nication equipment, military aircraft, com- 
bat vehicles and all the multitudinous 
mechanisms and devices required in mod- 
ern warfare. There was like progress in 
new and better industrial techniques and 
processes, there had to be for us to pro- 
duce what we did. 

The future economic significance of 
our war-born strides in science and en- 
gineering are incalculable, for it seems to 
be a cynical paradox of life that, as man 
devises greater inhumanities to man, he 
begets new and improved means of ex- 
tending life and making it more com- 
fortable. The most cogent aspect of all, 
however, is this: 

The war proved that no matter hou 
complex the problem, how impossible a 
solution may seem, someway, somehow, 
the scientists and engineers of America 
can find the right answer. 

Nor need the incentive be a gigantic 
struggle for national survival. In common 
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with their fellow Americans, the scientist 
and engineer prefer the rewards of peace- 
ful pursuits to the frightful tragic arts of 
war. Let industry give the opportunity 
and the means to employ their talents 
and they will perform still greater mira- 
cles. 


So here we are—a people possessed of 
great material and human resources, cre- 
ators and owners of a magnificent indus- 
trial machine with all the economic com- 
ponents to make it fabulously productive, 
a population of a hundred and forty-five 
million people eager and able to buy the 
output of that industrial machine, pos- 
sessing cash reserves greater than our total 
national income of the boom year in 1929. 
The farmers are prosperous, and we can 
find a use for everything our mines and 
forests can produce. The war did not 
destroy us as a nation as it did Germany 
and Japan. It did not shatter and weaken 
us as it did Italy and France. It did not 
ravage our lands as it did those of Russia. 
It did not despoil our cities and exhaust 
our people as it did in England. To the 
contrary the war left us incomparably 
strong. Truly, America would seem to 
be a land of boundless opportunities for 
all. But what picture is before us as we 
look over the United States today ? 

We behold a great nation, confused in 
its thinking, hobbling its incomparable 
strength because its people, although pay- 
ing their devotions to free enterprise, still 
permit their government to dabble in 
planned economy. This spectacle compels 
the assumption that, despite the sorry re- 
sults of all our foolish, futile experiments 
of the past fifteen years, a large number 
of Americans still believe that economic 
problems can be solved in Washington by 
acts of Congress and executive orders; 
they still believe that standards of living 
are elevated by raising wages without in- 
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creasing the output of those who receive 
them, that economic stability and growth 
can be achieved by curtailing returns to 
management and owners while granting 
more and more pay to the employee for 
producing less and less. 

It is a crazy pattern which compels the 
question: How long will it last? No one 
can say with certainty, but we do know 
that economic laws inexorably assert them- 
selves. They were blunted and deferred by 
the war and slowed by the confusions na- 
tural to cessation of hostilities—but they 
will not be denied. 

Inflated prices, distorted wage scales, 
and other manifestations of the bad polit- 
ico-economics we have practiced, will 
all yield to the pressures they have gen- 
erated; for in economics—as surely as in 
physics—what goes up must come down. 
There is growing evidence that the proc- 
ess is already under way, and corrective 
movements once started have a habit of 
accelerating. It is the cyclical character of 
history, however, which furnishes the best 
clues as to what we may expect. 


Back in 1920 we undertook an ill- 
advised experiment in legislating social 
morals. It should have been obvious from 
the start that the experiment would fail, 
but it required thirteen years for public 
opinion to crystallize to a point of action. 
When that point was reached, however, 
we liquidated the experiment in nine 
months, despite a most cumbersome legal 
procedure. This is not to suggest that it 
will be 1951 before we rid ourselves of 
all vestiges of planned economy. It may 
take much longer, for, unlike prohibition, 
the promises of “something for nothing” 
upon which planned economies are always 
sold have an insidious appeal to the ig- 
norant and the shiftless elements of soci- 
ety. Their votes are counted with the rest 
and too frequently this in turn causes high 
governmental policies to be formulated 
on a basis of political expedience. 

We have witnessed this vicious cycle 
in operation much too long. But it is not 
impregnable. It is already being softened 
by the innate “horse-sense”’ of the Amer- 
ican people and will be broken by the 
steady pressure of economic forces. The 
salient point is that in a democracy such as 
ours, where the individual is the ultimate 
political and economic unit, it takes time 
for individual reactions to coalesce in suf- 
ficient numbers to create politically criti- 
cal mass effects or cause material changes 
in economic cycles. 

America could never have become the 
nation it is today if its people had not 
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been intelligent. In every instance, and 
there have been several, when our ex- 
istence as a nation has been threatened 
we have always, in the end, found the 
right answer. There is certainly no reason 
to expect that the dangerous trend of the 
past several years, a movement to change 
our form of government, will not be 
stopped and reversed, for, as Lincoln 
said, “You cannot fool all of the people 
all of the time.” 


We must recognize, however, that the 
ominous turn in international affairs dur- 
ing the past several months poses a very 
real and grave danger to the perpetuity of 
our free enterprise system. If, in fear and 
panic, we impose a huge financial load 
for rearmament upon our present inflated 
price structure, there might conceivably 
result, either as a product of political 
manipulation or from popular demand, a 
re-imposition of government controls— 
they would likely be of an all-inclusive 
nature. It might take a generation or 
more to throw them off. Thus it would 
be tragic beyond measure if, in our ef- 
forts to preserve the freedom of other na- 
tions, we were to lose our own by adopt- 
ing for ourselves the very kind of eco- 
nomic and social regimentation against 
which we were rearming. 

While it would be fatuous to ignore 
such a possibility I cannot, personally, be- 
lieve that it can ever become a reality in 
America; for time after time we have 
demonstrated our ability to meet success- 
fully the gravest crises without jeopardiz- 
ing our freedoms. In short, I believe that 
history does repeat itself, that America 
will find the right answer. That belief is 
strengthened by a scene enacted a few 
months ago in San Francisco and repeated 
in other cities of the country, a scene 
which no one could view without sensing 
that spiritual strength which is the well- 
spring of our accomplishments as a nation. 

The Freedom Train visited our city and 
for three days, from the early morning 
hours until nightfall, in a drizzling rain 
and a cold wind blowing through the 
Golden Gate, thousands of people stood 
in long lines. They waited patiently for 
hours, for the privilege of viewing, with 
their own eyes, the Declaration of Inde- 
pendence, the Constitution and the Bill of 
Rights—the birth certificates of their 
freedom. They did not hurry through the 
cars, for they stopped to read each docu- 
ment, and, as the people left, their faces 
bore the unmistakable look of inspiration. 
Among that throng there may have been 
a few who, for distorted reasons of their 
own, did not believe the truths they read. 
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But any such knew that in America they 
were free to express their disbelief, or 
even preach it, without fear. 

Pondering the significance of the Free- 
dom Train, one could not help but feel 
that the documents it carries—mere pieces 
of paper and parchment covered with the 
writings of men long dead—are more 
powerful than any army we have ever 
raised or any which could ever be brought 
oe rinst us. One realizes, too, that the rea- 
son is because here in America we have 
proven that the government we founded 
on the principles enumerated in those 
documents is the finest ever devised by 
man. 

This is not to dismiss the problems be- 
fore us. They are real. They are complex, 
difficult and stubborn, and before we can 
solve them there are many reversals we 
must make in our present attitudes and 
policies. We must stop looking to govern- 
ment to solve our problems. Instead of 
bewailing the fact that Washington is 
not finding a solution to our economic 
difficulties, we must insist it cease trying 
to do so. We must deport class hatreds 
and feudalistic caste psychologies to the 
foreign shores from whence they came. 
We must restore the right of any man to 
work for whomever he please, in any field 
he may choose. We must individually ac- 
cept responsibility for our own acts if we 
are to reap the rewards of our own efforts. 
We must come again to regard ‘Rugged 
Individualism” as a proud title. In short, 
we must live the precepts upon which our 
forefathers founded this nation. 





IN closing I ask your pardon for deal- 
ing with the subject in such general terms, 
but tidal movements are more cogent, 
more predictable than wave actions. View- 
ing the landscape as a whole is the best 
approach to an understanding of its phys- 
iographical details. It is for this reason 
that I have stressed the importance of 
utilizing the geologist’s technique in ap- 
praising the current outlook. 

As of today, the panoramic view of na- 
tional affairs brings out in bold relief the 
extraordinary adaptability, resourceful- 
ness and vitality of American business 
and industry. To perceive these qualities 
we have to look no farther than the war 
and what we accomplished then, or, 
nearer yet, to the progress we have made, 
despite the handicaps and _ difficulties 
faced, since the guns ceased firing. The 
same pattern of strength and virility is 
visible to the farthest horizons of out 
history. Is there any sound reason, then, 
for doubting that we will meet the prob- 
lems before us with equal intelligence and 
fortitude? This is not wishful thinking. 
It is a simple expression of an abiding 
faith in America. 
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Time after time a survey by a Diebold Systems Man shows records 
are playing a costly “Ring-Around-A-Rosy” game all through 
the office. His systems-survey streamlines the operation . . . 
simplifies procedure, eliminates duplication of actions. 


Is your record-handling system as efficient as 
it could be? Find out now. Have a Diebold Systems 
Man survey it at no cost to you. Because Diebold 
makes all four types of record handling equipment, 





Cycle Billing —so successful in modern 


a Diebold recommendation is wnbiased. fair, best for depastneat Wien ~soaetiaas Hts 

you. Phone your local Diebold Office, or write cian: RD A Sen er 

apes * : in time and better customer relations. 

— Diebold, Inc., 1631 Fifth Street, $.W., Canton 2, Ohio. Get the story from your Diebold Man 
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Newly Elected Presidents Who Will Guide | I 





Atlanta Baltimore Birmingham Boston Bridgeport 


JAMES J. DORAN WILLIAM M. MORGAN RICHARD H. CHILDERS ROBERT N. WALLIS EDWARD T. McCARTHY \ 
Davison-Paxal Company The Baugh Chemical Co. Moore-Handley Hardware Co. Dennison Manufacturing Co. The Casco Products Corp. He 
Zwaan Harris & Ewing 





ai? 





Columbus Dallas Dayton Detroit District of Columbia 
GORDON W. SCHROEDEL FELIX H. TUCKER E. 1. GERHARD ALVIN KROPF H. RANDOLPH BARBEE 
International Derrick & Conro Manufacturing Co. Dayton, Ohio R. L. Polk & Company Federal Storage Company 


Equipment Co. 


Blackstone 





Los Angeles Milwaukee New Orleans New York City Newark 
DWIGHT A. MOORE LESTER M. LAPORTE WILLIAM P. STICH JOHN D. GRAYSON F. GERALD HAWTHORNE | 
Los Angeles Turf Club, Inc. Wisconsin Electric Power Co. The Leon Godchaux Clothing Hazeltine Corporation Weston Elec. Instrument Sitie 
Co., Ltd. Corp. 





. 
‘ 
San Francisco Seattle Springfield Syracuse 
RALPH C. WAMSER FREDERICK R. ATCHESON VICTOR F. GREIS FRED F. HOYT 
Cosgrove & Company, Inc. Frederick & Nelson A. G. Spalding & Bros., Inc. Carrier Corporation 
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Local Controls of the Institute in 1948-49 





Buffalo 


WILLIAM H. WATKINS 
Hewitt Rubber Corporation 





Fort Wayne 


ROBERT L. CARSON 
Kendallville, Ind. 


Dobkin 


] 


Bee 
i 






Phi.adelphia 
EDWARD L. FORTIN 
Selas Corporation of America 






Carlyle 





Chattanooga 


C. CALLAWAY, JR. 
Crystal Springs Bleachery 


Cincinnati 


C. K. McCRACKEN 
The Procter & Gamble Co. 


Chicago 
GEORGE B. WHITFIELD 
The Quaker Oats Company 


Carlon 





Pah 
Houston 


WILLIAM M. MERRITT 
Todd Pacific Shipyards Corp. 


Hartford 


S. H. KIMMENS 
The Billings and Spencer Co. 


Indianapolis 
J. KURT MAHRDT 
The Indiana National Bank 
of Indianapolis 


Eckman 





Rochester 


HAROLD A. KETCHUM 
F. A. Smith Mfg. Co., Inc. 


Quad-Cities 
Cc. P. VAN DYKE 
lowa-Il:inois Gas and Elec. 
Co. 


Portland 


VERNON L. THOMAS 
Portland Traction Company 


Anderson 





Toledo Twin Cities Western Michigan 
JOSEPH V. BRITT A. E. AHLBERG WALTER F. WINTERHALTER 
Unitcast Corporation North Western-Hanna Fuel Globe Knitting Works 
Co. 
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Rarich 





Parade 





Cleveland 


RALPH H. SMITH 
Cleveland Elec. Illuminating 
Co. 





Kansas City 


J. L. McKEE 
Allied Laboratories, Inc. 


Todd 





St. Louis 


WILLIAM AITKEN 
Falstaff Brewing Company 





At the time this issue went 
to press, pictures of the 
Pittsburgh Control Presi- 
dent, PERRY J. CRANDALL, 
Rieck-McJunkin Dairy Com- 
pany, and of the Louisville 
Control President, ARTHUR 
W. HUFF, B. F. Avery & 
Sons Company, Inc., were 
not available. 
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Elections Have Effect on Price Trends 

Both commodity and security prices generally have ad- 
vanced during the previous 12 presidential election years of 
this century, according to a study in the 1948 Commodity 
Year Book, published by the Commodity Research Bureau, 
Inc., New York. 

In the case of commodities, exceptions were 1900, 1920 
and 1932, while only in 1920 and 1932 did rallying tend- 
encies fail to appear in the stock market in the last quarter 
of a presidential election year. 

The study of price trends in presidential years was one 
of seven special studies included in the 512-page volume, 
the publication of which marks the resumption interrupted 
by the war in 1942. Other studies include “Commodities in 
the Post-War World,” “Understanding the Futures Mar- 
ket,” “History of Major Agricultural Legislation” and 
“Farm Parity and Government Price Support Programs.” 
The book also contains reports on specific commodities 
traded in organized futures markets and many others. 


Plant and Inventory Financing Trends Surveyed 

After studying 279 companies in 10 manufacturing and 
public utility industries and in retail trade, a writer in the 
Federal Reserve Bulletin for June, offers these conclusions: 

1. Plant and equipment expenditures of large corporations, 
except those in the automobile industry, were higher in 1947 
than in 1946. 

2. Large corporations in the majority of manufacturing 
and trade industries added more to their dollar volume of 
inventory holdings in 1946 than in 1947. 

3. There was some decline in the relative importance of 
internal funds used in business financing from 1946 to 1947. 

4, Large corporations drew heavily upon their cash and 
marketable security holdings during 1946 in order to pay 
accrued Federal income taxes and to finance inventory and 
plant and equipment expenditures. 

5. That a substantial proportion of bank credit employed 
by large corporations in the post-war period is represented 
by term loans, that is, loans maturing in more than a year. 

6. Large corporations in all but the railroad industry ob- 
tained more funds from the sale of their own bonds and 
stocks than were used to refund or retire such securities dur- 
ing 1947. 


Jobhunters Seek Security 

Wage earners in Bridgeport, Conn., rate steady work and 
job security as their top preference in seeking employment, 
it is indicated in a survey made by the Manufacturers Asso- 
ciation of Bridgeport. 

The survey revealed that only when union stewards han- 
dled the questionnaire did increases in base pay rank as the 
first preference. Other points rated high by the employees 
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were: opportunity for advancement, quality of supervision, 
group life and sickness insurance and other employee bene- 
fits, and ‘‘advising employees where they stand.”’ 


Potomac Fever 

Here is a businessman’s definition of an increasingly com- 
mon malady, as reported by American Economic Security, 
which is published by the Chamber of Commerce of the 
United States, Washington, D. C. 

Potomac fever, an infectious disease particularly preva- 
lent in the Potomac basin; marked by a high social-consci- 
ence temperature at all times and by continuing hallucina- 
tions that good comes only from Washington, D. C. In a 
recent, virulent form the hallucinations include the fantasy 
that good must be done not only to American natives, but 
to aborigines the world over. 


There is no effective therapy for Potomac fever, the busi- 
nessman states, but—as victims tend to reinfect one another 
—it is best to keep them apart, if possible, and to avoid any- 
thing which might stimulate excited mental activity. Removal 
to parts distant from the Potomac valley might also help! 


Price Collapse Ahead? 

In view of the price collapses which have followed every 
major war in which the United States has participated in the 
past, businessmen would be ill-advised to speculate with in- 
ventories at this time, Dr. Jules Backman, associate profes- 
sor of economics, said recently. 

He declared that after each of the three earlier major wars 
this country experienced from 1800 to 1941, sharp wartime 
postwar rises were followed by a major collapse in prices. 
“In none of these instances did prices decline either slowly 
or moderately,’ he warned. 

Pointing out that there is still no evidence of such a col- 
lapse in prices, he stated that the accumulation of pressures 
becomes steadily greater. 

“We have recently completed the 35th month of high 
postwar prices,” he declared. ‘Never before has an immedi- 
ate postwar boom been sustained for so long a period.” 


Consider the Busy Bee! 

In the June 25, 1948, issue of the Wall Street Journal ap- 
peared this headline: “Prices Slip Sharply as Ambitious Bees 
Produce Too Much Sweet Stuff.” 

The article pointed out that the bee population has grown 
by about 50 billion in the past seven years. 

Honey production in 1947 was over 228 million pounds, 
following a 62 million pound carryover (six fold that of the 
year before). 

In Texas, where the honey flow starts early, prices were 
down this Spring to eight cents a pound compared with 24 
cents last year. 

This is a perfect example of uncontrolled production satt- 
ating the demand, points out Joseph ]. Myler, author of “The 
Function of Price in Our Economy” (see pp. 509-513 of this 
issue). A bee, veritably working itself to death storing up 
honey for man to “steal,” proves that when supply 1s large, 
prices fall—thereby giving customers more money to spend 
on other commodities. 

——PAUL HAASE 











Only the EDIPHONE MAN brings you the ex- 
clusive advantages of Ear-Tuned Jewel-Action 
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Business executives— yes, and their 
secretaries—can accomplish so 
much more when an office is 
equipped with the Edison Electronic 
Voicewriter. Free to dictate speed- 
ily and whenever it’s convenient, 


key personnel have time for other 


important duties. Edison’s exclu- 


sive Ear-Tuned Jewel-Action 
‘“‘tailor-makes”’ the dictator’s voice 
so that the secretary transcribing 
at her convenience hears every 
word... clearly and unmistakably. 
By avoiding costly, time-wasting 
errors, the secretary, too, is able to 
do more work. No other instrument 
matches Edison understandability . . . 
for only Edison has Ear-Tuned 


Jewel-Action. 


Phone “EDIPHONE" in your city, or write 
Thomas A. Edison, Incorporated, West Orange, 
New Jersey. In Canada: Thomas A. Edison of 


Canada, Ltd., Toronto 1, Ontario. 








Direct Costs 


(Continued from page 502) 


every dollar of sales after reaching the 
break-even point will bring in an abso- 
lutely clear net profit margin equal to the 
merchandising margin percentage at 
break-even point. 

This is demonstrated by the Exhibit C, 
Income Chart of the Direct Cost Plan, in 
which the merchandising margin comes to 
26 per cent. 

The thermometer on the left of this 
Chart represents 100 per cent of gross 
sales. The first U-shaped tube at the left 
shows that standard direct cost of sales 
and gross margin above direct cost always 
equal gross sales. If direct cost goes up by 
any percentage amount, the gross margin 
ratio comes down by exactly the same 
amount. 

The second U-shaped tube indicates 
similarly that sales deductions and net 
gross margin always equal full gross mar- 
gin percentage-wise. A change in the sales 
deductions ratio has an equal contra ef- 
fect on the percentage of net gross mar- 
gin. Sales deductions, under Direct Cost 
Accounting, consist of cash discounts and 
transportation charges allowed, volume 
rebates, royalties paid on sales, full gross 
margin lost on returned goods, policy al- 
lowances made to retain customer good- 
will, sales taxes not passed on to the cus- 
tomer as separate items on invoices, and 
similar items generally charged, under 
old-time standard cost accounting, against 
gross sales to arrive at the aged mongrel 
pup known as net sales—which has no 
place in the Direct Cost Accounting form 
of income statement. 

The third U-shaped tube demonstrates 
that the ratios to gross sales of selling ex- 
penses and merchandising margin are al- 
ways equal to wef gross margin. 


Now please examine the three posi- 
tions of the graph at the right of the Chart. 
Without taxing one’s imagination too 
much this graph might be called an ac- 
counting barometer because it mezsures 
profit or loss before income taxes. The 
left arm of this unusual indicator repre- 
sents fixed charges which remain rela- 
tively static and do not fluctuate much 
dollar-wise, either with sales volume or 
production activity, except when plant ca- 
pacity to produce is increased by new con- 
struction. On a percentage basis with 
gross sales as the base, the ratio of fixed 
charges does, however, go shooting rap- 
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Exhibit C — Income Chart of the Direct Cost Pian 
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idly downward after break-even sales vol- 
ume is reached, and this fact is of extra- 
ordinary importance when the problem of 
setting a new selling price comes up for 
consideration. 

In my company, the fixed charges are 
known as Indirect Factory Expenses, Fac- 
tory Variances and General Administra- 
tion Expenses. For purposes of the Chart 
the latter item includes the Purchasing, 
Accounting and Research Departments as 
well as the General Administration De- 
partment. 

The right arm of the accounting ba- 
rometer has a tube extending below the 
base line. When gross sales volume is just 
at the break-even point—that is, just 
large enough to produce a merchandising 
margin equal to total dollar fixed charges 
—the liquid in the right arm remains 
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colorless because there is no profit. 

When gross sales volume goes below 
the break-even point, the liquid changes 
to red in color and shoots down below the 
base line. That means good cash money 
has been lost beyond recall. The company 
loses to the extent that it fails to make 
total fixed charges. 

But, on the contrary, when gross sales 
volume exceeds the break-even point, then 
the liquid changes to a beautiful black, 
shoots up above the base line, and good 
cash money begins to accumulate in the 
bank. For the reason stated earlier, this 
naturally follows because a substantial 
part of every sales dollar over and above 
the break-even sales point represents cleat 
profit. This is true, because the profit por- 
tion of each excess sales dollar is exactly 
equal to the portion of each sales dollar 
which went to pay fixed charges up to the 
break-even point. Is it not, therefore, 
clear that, after all of the fixed charges 








OW 
pes 
the 
ley 
iny 
ike 


les 
en 
ck, 
od 
he 
his 
ial 
ve 
Dar 
or 
tly 
lar 
he 
re, 
eS 





X.UM 


O mauler 
what kind of records you keep 


or how Many... 


Lheyll cost you less on 
UARCO business forms 


Perhaps it’s an invoice, a cash sale form, a work 
order, a receiving ticket. Maybe you write a thou- 
sand forms a day—a week—or a month. 

No matter what kind or how many, they still 
must be produced... copied ... distributed . .. filed. 
And there’s where Uarco business forms save you 
money! They cut the time for each operation to 
an absolute minimum. And at today’s wages, time 
is certainly money! 

Give your people a chance to serve you more 
effectively. Call in a Uarco Representative for a 

For tndtance ... this E-Z-Out Form complete survey of your business form require- 
is one of the many types with which Uarco ments. There is no charge for this service—no 
serves every kind, every size of business. obligation whatever. 
With E-Z-Outs, one writing produces every copy 





the job requires. No carbon mess... carbons come 
already interleaved. Copies are held together UARCO INCORPORATED 
neatly for additions or corrections—then Chicago, Ill.; Cleveland, O.; Oakland, Cal.; Deep River, Conn. 


detached with one simple operation. Offices in All Principal Cities 


GAG Ra GOme Business Forms 


(INCORPORATED 





CONTINUOUS-STRIP FORMS SINGLE SET FORMS AUTOGRAPHIC REGISTERS 
FOR TYPEWRITTEN AND BUSINESS MACHINE RECORDS AND REGISTER FORMS 
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have been taken care of, the fixed charges 
portion of the sales dollar changes charac- 
ter and becomes clear profit? 

I shall not attempt to set the selling 
price for which Exhibit B was prepared. 
It seems sufficient to state that if the sell- 
ing price is based on a unit manufactur- 
ing cost which includes anything more 
than out-of-pocket expenditures (for ma- 
terials, packages, direct labor, and direct 


production expense) it becomes impos- 
sible to estimate how much new, free 
cash will come into the treasury from 
sales of the new product. 

Is it feasible to set the price too low to 
show a profit on the basis of any figures 
on Exhibit B? If so, which of the items in 
the cost calculation would the reader scale 
down for the purpose of showing how 
much profit is anticipated ? 


MAKE-UP OF PERCENTAGES USED ON EXHIBIT C 


INCOME STATEMENT—OPERATING ON 2 WORK SHIFTS 
When Gross Sales Are In Excess of Break-even Volume at 150% of Plant Capacity 


Gross sales 
Standard direct cost of sales 


Gross MARGIN 
Sales deductions 


Net Gross MARGIN 
Selling expenses 


MERCHANDISING MARGIN 
Fixed charges: 
Indirect factory expenses 
Factory variances 
General administration expenses 


Total fixed charges 


PROFIT (BEFORE TAXES) 


$4,000,000 100.0% GS 
2,200,000 55.0 Corts 
1,800,000 45.0 GM 
360,000 9.0 SD 
1,440,000 36.0 NGM 
400,000 10.0 SE 
1,040,000 26.0 MM 
200,000 5.0 
20,000 5 
300,000 75 
520,000 13.0 FC 
$ 520,000 13.0% P 


INCOME STATEMENT—OPERATING ON 1 WORK SHIFT 
When Gross Sales Reach Break-even Volume at 75% of Plant Capacity 


Gross sales 
Standard direct cost of sales 


Gross MARGIN 
Sales deductions 


Net Gross MARGIN 
Selling expenses 


MERCHANDISING MARGIN 
Fixed charges: 
Indirect factory expenses 
Factory variances 
General administration expenses 


Total fixed charges 


ProFit (No TAXEs) 


INCOME STATEMENT 


$2,000,000 100.0% GS 
1,100,000 55.0 C of S 
900,000 45.0 GM 
180,000 9.0 SD 
720,000 36.0 NGM 
200,000 10.0 SE 
520,000 26.0 MM 
200,000 10.0 
20,000 1.0 
300,000 15.0 
520,000 26.0 FC 
$ 0 0.0% 


OPERATING ON 1 WORK SHIFT 


When Gross Sales Are Below the Break-even Volume at 372% of Plant Capacity 


Gross sales 
Standard direct cost of sales 


Gross MARGIN 
Sales deductions 


Net Gross MARGIN 
Selling expenses 


MERCHANDISING MARGIN 
Fixed charges: 
Indirect factory expenses 
Factory variances 
General administration expenses 


Total fixed charges 


Loss (No TAXEs) 
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$1,000,000 100.0% GS 
550,000 55.0 C of S 
450,000 45.0 GM 
90,000 9.0 SD 
360,000 36.0 NGM 
100,000 10.0 SE 
260,000 26.0 MM 
200,000 20.0 
20,000 2.0 
300,000 30.0 
520,000 52.0 FC 
$ 260,000 26.0% L 
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In this connection, it is important for 
him to decide whether he wants to make a 
large net unit profit on a small volume of 
business for the company as a whole, or 
whether he would rather make a smal] 
net unit profit on a /arge volume of busi- 
ness. Satisfactory sales can easily fail to be 
realized if the wrong decision is made. 

The character of our American econ- 
omy seems to be changing and it would 
appear that if the capitalistic system is to 
measure up fully to its opportunity, the 
time will arrive when a small net profit 
on each sales unit will be recognized gen- 
erally as a very important factor in obtain- 
ing a satisfactory volume of net profit 
dollars. When that philosophy becomes 
universally accepted, sales prices to the 
public should stand a better chance of ap- 
proaching a reasonable stability, and the 
purchasing power of wage and salary dol- 
lars should likewise become more depend- 
able. Country-wide adoption of the Direct 
Cost Plan would help to bring about these 
desirable objectives. 


Just what is the arresting significance 
of the Income Chart from a straight busi- 
ness viewpoint ? The conclusion is inescap- 
able that the operating statements for the 
various Sales Divisions of a manufacturing 
company, budgeted in advance, and the 
subsequent comparative actual monthly 
and cumulative statements can become 
much more than ordinary historical rec- 
otds of what the company hoped to do 
and what it did do. They become effective 
tools of management which can be used 
currently to attain satisfactory results. 

It would be interesting to know how 
many times Boards of Directors have 
turned down ambitious proposals of the 
Sales Department to secure increased vol- 
ume by spending more money for adver- 
tising and sales promotion and travel ex- 
penses, turned them down because they 
were looking at historical income state- 
ments produced under orthodox standard 
cost accounting rules, turned them down 
because they were horrified to see that the 
General Sales Manager proposed to #- 
crease the ratio of selling expenses to 
gross sales over the percentage they had 
come to regard as the maximum which 
could be spent to advantage. It meant 
nothing to them that the new merchandis- 
ing plan was well conceived and, from all 
angles,.gave every indication of producing 
the extra volume which would have meant 
an increase in the net amount of dollar 
profit, even if the percentage of dollar 
profit were considerably less. 

Proposals like that have been turned 
down, I venture to say, hundreds of times 
—because many executives really do not 
understand the nature of fixed charges and 
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their relation to manufacturing activities 
and sales volume. 

The Direct Cost Plan completely 
changes this. Its possibilities in the hands 
of progressive officers are tremendous. It 
is fair to make this statement because I 
have seen it become increasingly useful 
from the beginning of its installation by 
my company on January 1, 1934. After 
14 years of experience with it we are pre- 
pared for whatever the future holds far 
better than would have been possible un- 
der a continuation of old-time standard 
cost accounting procedure. Because of the 
departmentalization and major product 
grouping scheme which is part and parcel 
of the Direct Cost Plan, we are in a po- 
sition to expand or contract operations to 
meet the times with a moral certainty that 
comes only from knowing in advance 
exactly what the probable effect of spe- 
cific management proposals will be. 

The chief objection raised by dissenters 
has been that fixed factory expenses are 
not allocated, under Direct Cost Account- 
ing, to individual unit standard costs. 
Only reluctance to change orthodox think- 
ing can explain this. The fact is that in a 
non-competitive market selling prices are 
established on the basis of what the Man- 
agement thinks will produce the largest 
sales volume and largest number of net 
profit dollars. The manufacturing cost of 
a non-competitive article has a very minor 
effect on the selling price. 


On the other hand, the price of a com- 
petitive product is set by the Buyer, not 
the Seller. The best Buyer gets the best 
price. Here again the cost of making the 
product is not as important as the ortho- 
dox accountants think it is. If a standard 
unit cost is loaded up with a sizeable estz- 
mated allowance for fixed factory ex- 
penses, of what value is it in setting the 
selling price of a competitive new prod- 
uct? Even under the best possible condi- 
tions, that allowance has to be picked out 
of a hat. It has to be guessed, even when 
the most costly professional engineering 
and accounting talent is retained to write 
the factory overhead formulas. A manu- 
facturing cost like that is not only xo 
good, but, in addition, it can be positively 
misleading and destructive of sales vol- 
ume, either in a rising or a falling mar- 
ket. 

However, the Direct Cost Plan does not 
prevent the statistical allocation of fixed 
factory charges to unit manufacturing 
costs. Factory burden, even under old- 
time standard cost accounting, is now gen- 
erally made up of two kinds of expenses: 
first, ditect expenses which are incurred 
very strictly in proportion to volume of 








production, in the same manner as ex- 
penditures for materials, packages and di- 
rect labor; and secondly, fixed factory ex- 
penses which continue on and on whether 
the plant is running or idle. Direct Cost 
Accounting does not preclude keeping on 
with the expensive, elaborate calculations 
required to determine fair unit allowances 
for fixed burden. If the General Sales 
Manager wants to know what such an al- 
lowance is for a given product, it can be 
given to him for statistical use in build- 
ing up his selling price. My point is that 
such an allowance for fixed burden can- 
not be put into the standard cost used for 
bookkeeping purposes under the Direct 
Cost Plan. 


Crirics will say that certain factory ex- 
penses fall in a no-man’s land between 
direct and indirect, and, therefore, can- 
not be properly put into either of these 
classes. Practical experience has made this 
argument untenable. Standard costs can be 
set to include only direct factory expenses, 
and indirect factory expenses can be budg- 
eted, both with a remarkable degree of 
accuracy. If indirect expenses are cut 
down when production falls off, this in 
itself is an indication that the eliminated 
charges belong in direct production ex- 
pense, not in fixed factory expense. 

If your company 7s content with its 
present plant and can estimate its normal 
capacity with a reasonable degree of ac- 
curacy and come somewhere near selling 
it, then statistical allowances for factory 
burden can be made to mean something 
for sales pricing purposes. But they can- 
not be recorded on the books if extremely 
valuable benefits are to be derived from 
the type of Income Statement discussed 
in this article. 

If your company 7s growing and ex- 
panding its plant capacity, even Statistica 
allocations of fixed charges, to say nothing 
of those actually put into old-time unit 
standard costs for bookkeeping purposes, 
become meaningless. They just don’t geé 
changed to accord with each increase in 
plant capacity, unless the company sperds 
a large amount of costly time for the 
clerical work and executive judgments 
that such changes involve. 

If your company 7s saddled with idle 
plant areas, and is wedded forever to old- 
time standard cost accounting, the chances 
are perhaps a hundred to one that your 
orthodox standard manufacturing costs 
are in themselves one of the chief causes 
of failure to get the sales volume required 
to fill the plant up again. 

May I repeat, for the consideration of 
the sharpshooters who may attack this 
article, that the Direct Cost Plan does not 
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prevent statistical allocation of fixed fac. 
tory charges to unit standard costs for use 
in setting selling prices! By that method, 
it is easy enough, although costly, to try to 
make certain that articles produced in the 
more expensive plant sections contribute 
a fair share of the merchandising margin 
out of which all fixed charges have to be 
paid before any profit builds up. 

I believe, however, that the cost ac- 
counting brotherhood as a whole has been 
absorbed for so long with the intricacies 
of burden application to unit standard 
costs that it has failed completely to grasp 
the true character of fixed charges and to 
visualize their vital place in the profit 
picture. 

An editorial in the Boston Herald of 
September 27, 1947, contained this Sig- 
nificant paragraph: 


“One of the challenging facts of the pres- 
ent economic situation is that the break-even 
point of most industries is substantially 
higher than pre-war. A survey by the publica- 
tion ‘Mill and Factory’ shows that almost 
three-quarters of the companies queried had 
had an increase in the point, and that for al- 
most half of them the point was now 75 per 
cent of capacity or more.” 


How many companies know the breaé- 
even sales volume for each major group of 
products in their lines? If they would 
bring fixed charges out in the open and 
divide them up on a major product basis 
as the necessary preliminary to determin- 
ing break-even volumes, some startling 
discoveries would be made. Until that 
work is done, it is impossible to tell what 
the break-even sales volumes really are for 
each major line. Without such figures for 
guidance sales pricing policies are under 
a most serious handicap from the very 
start. 


How can fixed charges, such as indirect 
factory expenses, factory manufacturing 
variances, research and administration ex- 
penses, be allocated to major product 
groups without the expenditure of costly 
clerical and executive time, but with cer- 
tainty for practical management purposes 
that the results are accurate? My answer 
to this important question is that the ef- 
fectiveness of production management 
and general management #s measurable in 
the best possible way by the results actu- 
ally obtained in the form of goods pro- 
duced and goods sold over a long period 
of time. 

Prior to monthly closing time the fig- 
ures for the base period can easily be 
prepared by dropping out the oldest 
month in the base period and adding in 
the corresponding figures for the latest 
previous current month. 

With proper departmentalization on 4 
product group and/or functional basis, all 
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the Punched-Card “Robot” 


Not the Aladdin’s Lamp, story-book kind of sions and hundreds of other hard-to-get figures. 
hocus-pocus, either. But modern accounting At the same time it segregates, it interfiles or it 
magic—the kind that effortlessly mows down leaves master and detail cards in their original 

eight out of nine record-keeping operations. order. 

Eight out of nine? Yes, sir! The Remington That's the kind of magic you need for prepar- 
Rand Interfiling Reproducing Punch gives you ing your payrolls, invoices, sales analyses, tax 
the equivalent of adding, subtracting, multi- reports, production control reports and dozens 

plying, dividing . . . plus punching, verifying, of other vital accounting records! 

segregating and interfiling. It doesn't print Let us send you our newest booklet about 
reports—but it makes that operation a snap for the Robot. There’s magic in it for you. 
the Alphabetical Tabulator. Just write Tabulating Machines 
No wonder users call it the Robot of punched- Division, 315 Fourth Avenue, 
card accounting! From master cards, this New York 10, N. Y. 


ingenious machine punches into detail cards: 
names, social security numbers, withholding tax 


deductions, rates and unit prices, payroll exten- 
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components of production overhead costs 
of a fixed nature for the cumulative cur- 
rent year are then easily allocable to major 
product groups on the basis of total stand- 
ard cost value of actual production by 
major product groups for the 12, 18, 24 
or 36 preceeding months. 

Having distributed production over- 
head costs to major product groups as 
above, it follows that these allocated 
amounts of the current year can, with 
equal facility, be distributed to major 
product groups actually sold during the 
12, 18, 24 or 36 preceding months on the 
basis of their standard cost of sales value. 

The stability of such allocations during 
the current year increases directly with the 
number of previous months’ figures taken 
into the distribution bases. 
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~ Complements 


Wan you come right 
| down to it, there is only one 
difference between an un- 
biased survey of your insur- 
ance affairs and an audit of 
your accounts. Both are pre- 
cautionary measures and 
both are concerned with 


your financial position. 





| However, the audit estab- 
| lishes your financial position 
| as is, whereas an insurance 
| survey determines what it 


may be if your assets or earn- 


ing capacity are destroyed or 
injured by casualties. One 


complements the other. 


JOHN R. BLADES | 


Insurance Adviser 
50 Church St., New York 7, N. Y. 


Established 1926 
NO INSURANCE SOLD 























If current research expenses are accumu- 
lated directly by major product groups, 
and if general administration expenses of 
the current year, which admittedly bear no 
direct relation either to sales or produc- 
tion, are similarly distributed on cumula- 
tive cost of sales by major product groups 
for the distribution base period, totals of 
all current year overhead costs are obtain- 
able by major product groups without re- 
gard to the current year’s production or 
sales activity. 


Ir then becomes possible to calculate 
the break-even volumes for each product 
group simply by dividing their merchan- 
dising margin percentages into their cal- 
culated total overhead costs for the current 
year to date. 

In this manner costs of planning for 
the future, which is perhaps the chief 
function of research and of general man- 
agement, may be equitably absorbed on 
the basis of actual accomplishments in 
terms of standard direct cost of sales of 
goods sold in the past. 

Undeniably, regular line actual sales 
have to provide the merchandising mar- 
gins out of which all overhead costs have 
to be paid, including the costs of dream- 
ing up and developing new products and 
new ventures. When new products reach 
the production stage and are then added 
to the company’s regular line, it follows 
automatically that a gradual redistribu- 
tion of all overhead costs comes about 
from month to month without a radical 
disturbance of their stabilized amounts 
used currently in determining break-even 
points by major product groups. 

Standard direct cost of sales is recom- 
mended as a distribution base, rather than 
gross sales or net sales, to avoid benefit- 
ing highly competitive low margin groups 
at the expense of the more profitable less 
competitive groups. It might well be that 
some managements would prefer to give 
the benefits to the low margin products in 
order better to meet and overcome compe- 
tition. In such cases gross sales by major 
product groups, rather than cost of sales, 
should be used for the distribution base. 
In any event, once this decision has been 
made adherence to it will produce reliable 
comparisons of performance from month 
to month and year to year. 

The important thing is to earn a rea- 
sonable dollar profit on the working capi- 
tal and plant investment as a whole with- 
out losing money unnecessarily on un- 
profitable lines. That is not only good 
business, but also sound economics. In a 
progressive company, the inclusion of 
fixed factory charges in standard unit 
manufacturing cost impedes attainment of 
that objective. To mean anything at all 
such allowances for such costs have to be 
revised frequently to meet the increased 
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fixed cost of expanding plant capacity, 
and the very process of revision, as well 
as the revisions themselves, tends to de- 
stroy the confidence of everybody from 
the top to bottom in the cost figures on 
which the business is operated. The Sales 
Department, particularly, never knows 
under such conditions where it stands on 
pricing questions. In my Opinion, old- 
time standard cost accounting and wish- 
ful cost accounting are essentially the 
same. 

The thought I would like to emphasize 
in closing is that Direct Cost Accounting 
can and does make it possible for a prop- 
erly organized Accounting Department to 
answer, more accurately than by any 
other means I know of, the optimistic 
question, “What did we earn last 
month?’ This is equally true of the pes- 
simistic question, “How much did we lose 
last month?” The Direct Cost Plan also 
makes it easier to answer questions as to 
where and why the money was earned or 
lost, and, therefore, easier to find ways 
of improving future operations. 

Certainly, lack of agreement between 
accountants in general, both private and 
public, on a practical definition of ‘‘manv- 
facturing cost’’ is the source of serious 
misunderstandings of this term by man- 
agement, labor and the public, and such 
disagreements continue to bear fruit in 
turmoil and strife. 

Newspaper reporters, columnists and 
editorial writers are not helping labor and 
the public to understand the economic 
issues of the day. On the contrary, they 
becloud the issues by discussing record- 
breaking corporation profits without ref- 
erence to the fact that the dollars earned 
actually buy far less than the lower earn- 
ings of pre-war years. The sales dollars on 
which the published current profits were 
made are seldom mentioned where the 
average reader is likely to see them— 
although in countless instances the net 
profit portion of each sales dollar has al- 
ready reached an all-time low. 

When newspapers and magazines ren- 
der such disservice in telling only part of 
the story, it is not in the cards for Mr. 
Milquetoast, and more important, his 
wife, ever to understand that repeated 
wage increases inevitably come out of 
their own pocket-books in the form of 
higher living costs. 

Manufacturing industry in general 
could take a great step forward by adopt- 
ing the Direct Cost Accounting Plan. 
Costs of production everywhere would 
then become less open to question, and, 
in fact, become as unassailable as the 
delivered purchase costs of retail and 
wholesale enterprizes. For the first time, 
a common denominator for all business 
activity would come into existence with 
resultant good influence on our ¢co- 
nomic life as a whole. 
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Bell & Howell 


FILMO MICROFILM 
RECORDER 


with automatic feed 


It’s amazing! The new Bell & Howell Micro- 
film Recorder, with automatic feed, pro- 
vides twice the production at less than half 
the cost of other microfilm recorders. Com- 
pletely automatic, easy to use, and records 
more documents in less space than ANY 
other recorder—that’s the Bell & Howell 
MICROFILM RECORDER! 


1. The Automatic Feed allows one operator to do the work of 
two! Practically eliminates idle-machine time. Up to 250 check 
size documents per minute may be recorded. 


2. With idle-machine time virtually non-existent, fewer Filmo 
Recorders with Automatic Feed are required. 


3. Film cost is halved in one-side recording, and twice as many 
documents are recorded on the same size roll of film! Using the 
same method that 8mm cameras have used for years, the Filmo 
Recorder takes pictures up one side of the film and down the 
other. Saves on cost of film and processing. 


4. Added flexibility! Three optional reduction ratios available 
for specific needs allow a choice in reduction size of 18-1 
(one-side only), 30-1, 37-1. And, both sides of any document 
may be recorded simultaneously, side by side. Controls 

are simple—change from one-side operation to 2 
two-side recording with the flick of a lever. 
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Microfilm Recorder with automatic 
feeder in operation. Clerk is loading sec- 
ond feeder for continuous machine run. 


Bell & Howell Service Policy Means 
Continuous Economical Operation 


You buy the Filmo Recorder 
outright . . . no continuing 
rental charges. Fully inter- 
changeable units make servic- 
ing fast, mean maximum use 
of Filmo Recorder. 

Also available on outright 
purchase are the Filmo Reader 
and Filmo Automatic Day- 
light Processor. Write today 
for prices and illustrated liter- 
ature. Bell & Howell Com- 
pany, 7160 McCormick Road, 
Chicago 45. 
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Industry Reports 


(Continued from page 508) 


other country. Past experience has dem- 
onstrated that as the investment in tools 
per employe increases, the rate of pro- 
duction and the standard of living also 
increase. When business invests in such 
tools, it contributes toward economic 
growth and economic growth means pros- 
perity in the future. Tools of production 
can be added to the economy only if busi- 
ness is profitable. 

I think it is unfortunate that manage- 
ment is too often apologetic about profits. 
There are some concerns which undoubt- 
edly earn profits which are not in the best 
interest of the country. However, many 
companies earn profits which are entirely 
reasonable, particularly when full recog- 
nition is given to the factors which pro- 
duce these profits and when consideration 
is given to all of the uncertainties regard- 
ing the reality of profits in a period of in- 
flation. All companies should strive for 
adequate profits and should be prepared 
to defend them. Without adequate profits 
there cannot be economic progress. In the 
last analysis profits mean more work and 
better pay for employes, more goods and 
relatively lower prices for customers, and 
more attractive dividends for stockhold- 
ers. 


I sHou tp like to discuss briefly the sig- 
nificance of profit figures in an inflation- 
ary period. This revolves around the ques- 
tion of whether there is not a substantial 
difference between “monetary” earnings 
as reported by corporations under gener- 
ally accepted accounting principles, and 
what might be termed “economic” earn- 
ings. This question arises because of the 
effects of inflation upon the value of in- 
ventories and upon the replacement costs 
of fixed properties. Inventories for a given 
company may have remained the same 
during a year insofar as quantities or units 
are concerned and yet the total dollar 
value may have increased substantially be- 
cause of inflation. In such a situation more 
of the company’s capital is tied up and a 
large part or perhaps all of the “‘mone- 
tary” profits as reported is not available 
for dividends since it is required for 
working capital purposes. 

A similar situation occurs with respect 
to the increased replacement value of 
plant and equipment. Property purchased 
prior to the war will eventually have to 
be replaced. Such of the property as must 
be replaced at inflated values will require 
the investment of substantially more capi- 
tal than has been made available by ac- 
cumulated depreciation reserves. Conse- 
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quently to the degree that retained profits 
were necessary to provide for the added 
replacement costs of property it can very 
well be argued that such amounts do not 
represent “‘economic’’ profits but merely 
an amount necessary to restore the pro- 
ductive capacity of the company. Ob- 
viously if a company is not able to con- 
stantly renew itself and maintain the in- 
tegrity of its capital investment, it must 
inevitably lose ground and if this con- 
tinues, it will eventually fail. 

Much has been written about this sub- 
ject and many ways have been proposed 
to deal with it. I am not going to suggest 
which of these ways is most acceptable or 
whether it is necessary to depart from 
current accounting procedures. With all 
of the disagreement which exists today be- 
tween accountants, economists, and busi- 
nessmen as to how we should deal with 
this subject, it is too much to expect that 
the average consumer will appreciate the 
technical aspects of this problem. How- 
ever, it is quite within the province of a 
company in its annual report or in its pub- 
lic statements to point out that the net 
income for the year is affected by these 
factors and that there is a greater need 
in such times to retain a higher percentage 
of earnings, after payment of appropriate 
dividends, in order to maintain the fi- 
nancial strength of the company. 

Let us now consider what might be re- 
ported to consumers with respect to these 
technical aspects of “prices, costs, and 
profits”. One of the reasons for reporting 
to consumers is to assure them that the 
goods they buy are at fair prices and that 
the management of the company which 
produced them is paying adequate wages 
and dividends and is operating the busi- 
ness in a manner which should contribute 
to the economic welfare of all groups in- 
volved. This job cannot be done success- 
fully solely through the use of statistics. 
However, there must inevitably be some 
presentation of figures in order to tell the 
business story. The question is what kind 
of figures should be presented, what form 
should they take, and how much of the 
business story can be made of real inter- 
est to consumers and the public. In my 
opinion any statistics which may be given 
to consumers should be simple, easily 
understood, and of a character which em- 
phasizes relationships rather than absolute 
figures. In expressing essential relation- 
ships it is desirable to avoid standard ac- 
counting terminology. Everyday expres- 
sions should be used. 

Having in mind that industry’s pres- 
entation of such a technical subject to 
the public should be as simple and under- 
standable as possible and through such 
mediums as annual reports, press releases, 
and institutional advertising, I should 
like to suggest that the statistical part of 
the story include one or more of the fol- 
lowing: 


The Controller, October 1948 


1. Profit margins; that is the relation- 
ship of net profit to sales or gross rev- 
enue and comparisons with the previous 
year and a prewar year. 

2. Profit returns; that is the relation- 
ship of net profit to the capital invest- 
ment. 

3. Profits retained; that is the net 
profit retained for use in the business 
after payment of dividends. 

4. Analysis of receipts to show how 
much was expended for materials, em- 
ployment costs, taxes, dividends, etc., 
and how much was retained in the busi- 
ness. This should be presented in per- 
centages or in chart form. A further 
breakdown might be developed to show 
how much was distributed to employes 
and to stockholders after payment of 
materials, taxes, etc. This would give 
some indication of the rather high re- 
lationship of pay rolls to the total 
amount available for employes and 
stockholders. 

5. Comparative statistics of a current 
year with a prewar year to show per- 
centage of increase in wages, in prices 
of basic materials, in cost of living, etc., 
as contrasted with the increases in prices 
of the company’s own products. 

6. Investment per employe. The pur- 
pose of this is to show how much of a 
capital investment is required for each 
employe in order to carry on operations. 


The above suggestions are by no means 
complete. The important point to keep in 
mind is to confine the report to a few 
basic relationships of importance pre- 
sented in as simple a way as possible. 

In addition to statistical presentations 
there are of course many other matters 
which might be interesting to consumers 
and should be considered in industry re- 
ports. Among these might be the follow- 
ing: 

1. Relations with labor, particularly at 
times when some major change has oc- 
curred. This might include new con- 
tracts with unions, effect of strikes on 
employment and supply of goods, in- 
creased wages, employe plans, etc. 

2. Production outlook, particularly in 
times of critical shortages. Consumers 
do not always appreciate the reasons for 
such shortages. 

3. Factors causing increased costs and 
which, therefore, may effect selling 
prices. 

4. Explanation of the necessity for 
adequate profits; its relationship to fu- 
ture capital requirements; also the ef- 
fects of an inflationary period upon 
profits. 

5. The role of the stockholder, and 
the necessity for maintaining a fair divi- 
dend policy consistent with the profits 
and the needs of the business. Stock- 
holders are an unorganized group and 
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| | [ FORGERIES ARE STILL 
INCREASING .. . are hitting 


an all-time high . . . despite 


our the combined efforts of law 


wa enforcement agencies, banks 


and business organizations to 
me halt them. Big payrolls, 
ad increased spending . . . bank 
? clearings more than twice pre- 
t war... these and related 
Nex @ factors contribute to the ease 
0 with which the modern forger 
does his fraudulent work. 


Sometimes the culprit is connected with a concern 
with which you do business, or he is a business as- 
sociate or employee. Again, he may be just an obser- 
vant “friend” who practices writing your firm’s or 
your own name, or raising figures on checks. Whoever 
he is, you can’t be too careful. 

However, experience repeatedly proves that the 
best safeguard against forgery loss is our Forgery 
Bond. 

Our agent or your own insurance broker will be 
pleased to submit details. Meanwhile, remember that 
forgeries are increasing! 
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AMERICAN SURETY COMPANY 
NEW YORK CASUALTY COMPANY 
SURETY FIRE INSURANCE COMPANY 


“Dependable as America” 


100 Broadway, New York 5, N. Y. 
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yet the total number of stockholders of 
the 15 largest industrial companies in 
the United States is actually greater than 
the total number of employes of these 
same companies. Unless stockholders 
are fairly compensated with due recog- 
nition to inflation, it will not be possi- 
ble to attract capital for the future needs 
of the business. 

6. The role of small business institu- 
tions. Many consumers are indirectly 
concerned with the welfare of small 
business. Many of them have a feeling 
that small businesses are operating un- 
der definite disadvantages and _ that 
sooner or later they will be destroyed or 
absorbed by big business. The manage- 
ments of most large companies realize 
that the business of this country cannot 
be carried on by large companies alone. 
They recognize that in the best interest 
of the country we must have both large 
and small companies, that their own in- 
terests are not necessarily antagonistic 
but frequently complementary. It is not 
generally appreciated that in the aggre- 
gate small companies play a most im- 
portant part in the economy. For exam- 
ple, government statistics show that 
about 98 per cent of the manufactur- 
ing establishments in this country have 
less than 500 employes each, and that 
they represent in the aggregate nearly 
2/3 of the total employment in industry. 

So much for this general, more techni- 


cal field of information in which the con- 
sumer is naturally not much interested but 
in which he should be educated because 
of its fundamental nature. I think it is 
evident why reporting in this, field is con- 
sidered to ke of uncertain effectiveness. 
Certainly no immediate or definite results 
therefrom can be anticipated. This type 
of reporting must be of a long range na- 
ture, but is, basically, of the highest im- 
portance and should be assiduously pur- 
sued. 
SOME EXAMPLES OF REPORTS 

Let us consider briefly some practical 
applications of industry reports to con- 
sumers. In the first place, most people 
and therefore most consumers are a bit 
hazy in their thinking of fundamental 
economics. Many of them have no ap- 
preciation of the concept of the three-way 
relationship which exists between corpo- 
rations and their employes, customers, 
and stockholders. Business organizations 
represent a medium for the production of 
wealth that should have for its objective 
the equitable division among customers, 
employes, and stockholders of the wealth 
and benefits it creates. It is somewhat 
difficult to express such an idea to the 
public, but it is an important concept 
which individual companies should be 
able to substantiate and which should be 
explained to the public. 
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I now wish to consider three indirect 
but important methods that industry 
should not overlook as mediums for ef- 
fectively promoting favorable relations 
with consumers, namely through em- 
ployes, dealers, and the community. 

The employe organization is certainly 
an important medium for this pupose. A 
company should not lose sight of the ne- 
cessity of keeping employes informed. 
This should begin with the company’s 
own supervisory and managerial staff. It 
frequently happens in the pressure of 
day-to-day problems that managerial em- 
ployes are not informed of policy changes 
or important decisions. Unfortunately 
such employes frequently hear of these 
decisions by the gossip route which in- 
variably distorts the facts. If we expect to 
keep customers informed, it is even more 
important to keep our supervisory em- 
ployes informed. As for non-supervisory 
employes, they too have an important 
stake in the decisions made by manage- 
ment and they should be informed of 
these, as well as given the results of op- 
erations from time to time. 

Satisfied employes, adequately informed 
about their company’s business constitute, 
often without realizing it, a valuable con- 
tact medium with the consuming public 
and potentially represent a very substan- 
tial and effective influence toward popu- 
larizing their company and its products. 

Another important medium for foster- 
ing good consumer relations is the dis- 
tributing organization or dealers. They 
should by all means be informed in ad- 
vance of any matters of importance affect- 
ing supply, prices, service, etc., through 
dealers’ letters, posters, etc. 

It should be borne in mind that in com- 
municating with dealers it is not enough 
merely to tell them what is happening. It 
is more important to tell them the reasons 
for certain business policies and the cit- 
cumstances which affect the decisions. 
Customers look to their dealers as being 
competent to speak for the producing 
companies, and their opinion of a com- 
pany is greatly influenced by their ap- 
praisal of the company’s dealers. 

The third important medium for devel- 
oping desirable relations with the con- 
sumer is the community itself in which 
a company operates. It is difficult to 
think of any approach that would have a 
more direct effect than that of permitting 
customers of an industrial company to 
learn at firsthand through observation 
about the company and its operations. 
This may be done by arranging for plant 
visits in the community. The company 
might arrange for an open house when all 
of the operations may be seen and visitors 
may be given a complete view of the pro- 
cesses of manufacturing. Visitors should 
be given an opportunity to obtain book- 
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Stolid office manager Bob Stone 
dreams painfully that he’s a sit- 
ting duck blasted by the boss for 
late reports ... bombarded by a 
demoralized office staff tired of 
working overtime with old-time 
office methods. 

Stone doesn’t dare ask for new 
methods because every one he 
knows costs so much in machines 
and special personnel. Clearly a 
case for Keysort. 

With McBee Keysort, your 
mountains of ledgers, files and 
figures become a few compact 
drawers. And in these drawers, 
marginally punched Keysort cards 
become the original record . . . 
orders and invoices, clock cards 
and job tickets . . . all keyed and 
sorted in minutes instead of hours. 
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With unskilled help, without 
costly equipment, Keysort keeps 
at your fingertips all facts about 
your business . . . fast and fresh 
and economically. 

There’s a McBee man near 
you. Ask him to drop in at your 
convenience, or write us. 
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they make the cards mechanically articu- 
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minimum error. 
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lets which give them more information 
about the things they have seen and which 
may be read at a later time. Such plant 
visits, if properly handled, develop in the 
public a sense of community pride and 
help to instill confidence in the company’s 
management. 

Many companies are making use of in- 
stitutional advertising. Here are some te- 
cent examples: 

The United States Steel Corporation 
announced a few months ago a $25 million 
reduction in selling prices on many grades 
of steel used for consumer products. Gen- 
eral Electric sometime previously an- 
nounced price reductions on many con- 
sumer items. In a recent report General 
Electric stated: “The most important task 
to which the company is setting its hand 
in 1948 is engineering, manufacturing, 
and selling standard products of the elec- 
trical industry at a fair profit but ai the 
greatest value and at the lowest price.” 

The Standard Oil Company of New 
Jersey ran a full-page ad immediately 
after the relase of its annual report, the 
heading of which was: “A Report on the 
biggest, hardest, most useful year we ever 
had.” Yt commented on oil production, 
the difficulties caused by the hard winter, 
increased costs, company earnings, money 
spent for new equipment, increased re- 
search, and labor-management relations. 

International Harvester Company has 
made the following public statements 
which appeared in many newspapers 
throughout the country: 

In 1946 we ran an advertisement show- 
ing Harvester profits earned during the 
war, as well as in prewar years, and com- 
pared these profits with the opinions of 
the public as developed by the Opinion 
Research Corporation. 

In March 1947 we announced price re- 
ductions on most of our products repre- 
senting an aggregate savings to customers 
of $20,000,000 per annum. 

More recently we made a statement on 
black market practices, the reasons for it, 
how it operates, our opposition to it, and 
urged cooperation by dealers and custom- 
ers to correct it. 

Immediately after the release of the 
1947 annual report to stockholders, we 
published a large ad setting forth a few 
of the high spots appearing in the report 
such as the increase in employment, the 
increase in wages, the increase in produc- 
tion, the increased volume of goods pro- 
duced for customers, the increase in divi- 
dends to stockholders, and the decrease in 
margin of profit in relation to sales. We 
closed with the foliowing statement: “We 
believe 5Y/, cents per dollar of sales is 4 
reasonable rate of profit. We know that it 
is our continuing ability to earn a reason- 
able profit which has made it possible for 
International Harvester in 1947 to serve 
more people—employes, customers, and 
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Costs Run High! 
ON WORKMEN’S COMPENSATION INSURANCE 


unless you take advantage of the several 
“Cost-plus” plans now available. 


In the cases of three of our clients in dif- 
ferent lines of industry, savings ran 18%, 
32% and 13% respectively. 


Jamison Surveys and Audits also point the 
way to improvements in coverage on prac- 
tically all forms of insurance carried by 
industry. 


HERBERT L. JAMISON & CO. 


INSURANCE SURVEYS AND AUDITS 


ONE ELEVEN FULTON STREET NEW YORK 
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IN TABULATING CARD FILES 
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“FLOATING RECORDS” 






CLERKS SIT 
WHILE FILING— 
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Records roll to and from the operator Faster— 
more accurate filing 


The filing of Tabulating Cards is one of the many 
record handling jobs simplified by ROL-DEX 
Units. 

Clerks sit comfortably at their work, trays of 
cards roll to and from with a touch of the finger. 
Master and Header Cards, Name and Address 
Cards or Item Cards are filed up to 66% faster, 
less errors result, and employee fatigue is elimi- 
nated. 

Ask to have our systems engineer call—Write: 


ROL-DEX Division. Watson Mig. Co.. Ine. 


stockholders—in measure than 
ever before.” 

In conclusion let us consider the objec- 
tives we are seeking in making reports to 
consumers. If we are realistic, we must 
not expect that even a small percentage of 
the public will remember statistical facts 
or operating relationships. The most that 
we can hope for is to create favorable gen- 
eral impressions, and those only by con- 
stant repetition of a limited group of 
ideas. 

The public speaks of certain companies 
as being good companies; some com- 
panies are not spoken of so favorably. If 
we could analyze the reasons for these 
reactions, we would probably find that 
they represent many individual impres- 
sions. Among these impressions might be 
a customer’s own satisfaction with certain 
products purchased, or with the quality of 
service received, or he might have been 
influenced by various public relations 
statements appearing in newspapers, 
magazine articles, annual reports, etc. It 
might be the result of impressions he 
gained from friends who are working for 
the company or who are stockholders of 
the company, or from individuals living 
in the community in which the company 
operates. It would be most unusual for a 
consumer to build up a favorable impres- 
sion of a company solely because he had 
read a public relations statement which 
seemed to ring true. 

What I am trying to say is that while 
such statements are of importance, it re- 
quires something in addition to all this in 
order to influence the customer favorably 
and lastingly. It is not enough to have a 
good public relations department. What is 
more important is to build up integrity 
and good will so that employes, dealers, 
customers, stockholders, and community 
neighbors are unofficially spreading good 
public relations in the company’s behalf. 
Such a desirable objective can be attained 
only by business management which is 
forward-looking, conscious of its social 
responsibilities, and which is actively 
practicing good public relations. 
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Farm Income Up 6% 


Despite the sharp drop in commodity 
prices, national farm income during the 
first three months of 1948 was estimated 
by the Bureau of Agricultural Economics 
to be 6 per cent over the corresponding 
period last year. For 1948's first quarter 
it was estimated at $6.4 billion. 
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Here's a timely Remington Rand publication 
that goes right to the heart of this urgent ques- 
tion of profitable inventory control. In a clearly 
written, profusely illustrated 24-page book, 
just off the press, we have compiled facts on the 
most advanced methods of simplifying this im- 
portant management problem — positive, 
profitable inventory control at lowest cost for 
clerical upkeep and executive use. 
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to anticipate trends in demand — to order more 
of those items on which volume is increasing — 
to reduce buying where demand is slackening. 
Today, you need much more than a record of 
stock-on-hand and on order. You need a real 
control over inventory — a control sensitive to 
the fluctuating requirements of every item —a 
control that will force attention and action to 
cut down loss-producing overstocks and pre- 
vent profit-killing understocks. 
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Paging the New Books 





BANKS FRAUDS—THEIR DETEC- 
TION AND PREVENTION. By Les- 
ter A. Pratt, C.P.A. The Ronald Press 
Company, New York. $4.00. 

Reviewed by Epwarp F. LyLe, Comptroller, 
City National Bank and Trust Co., Kansas 
City, Mo. 


In the preface to his book Mr. Pratt 
writes: 

“We cannot control the desire to steal. 
We can, however, to a large extent, con- 
trol the opportunities to steal. The prin- 
cipal purpose of this book is to assist in 
controlling the opportunities to steal from 
banks, and to present methods for detect- 
ing embezzlements in their early stages so 
that losses may be minimized.” 

The author reminds us the majority 
of defalcations begin with ‘temporary bor- 
rowing.” The ‘‘borrowing’” becomes more 
regular and the employee more involved 
until planning becomes a necessary part of 
the operation. Weakness of character 
rather than inherent dishonesty lies back 
of most defalcations. 


The author has obviously had consider- 
able practical experience in bank auditing. 
The book has been carefully planned and 
each phase of the problem well covered. 
He opens the book with a discussion of 
the seven principal patterns of bank Fraud. 
There are chapters on ‘The Dominated 
Bank” and on “The Small Bank Problem.” 
In the latter chapter he points out that 
fraud occurs most frequently in banks of 
four to ten employees. Defalcation losses 
reported by Surety company subscribers to 
the Towner Rating Bureau showed an 
average of one defalcation among every 
twenty banks of less than five million de- 
posits during a four-year period prior to 
the war. Mr. Pratt outlines an internal 
audit program that would be practicable 
in a bank of only four officers and em- 
ployees. In succeeding chapters, the audit- 
ing problems in each of the operating de- 
partments of a bank are discussed and il- 
lustrated by case studies. 

A veteran bank auditor will perhaps 
not find much material in the text with 
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which he is not already familiar but he 
will admire the logical and thorough 
treatment of the subject and recognize in 
it an excellent text for training his own 
staff. The most difficult problems in train. 
ing junior auditors is in alerting them to 
the ever present possibility of fraud. This 
book which is interesting in style should 
be on the required reading list of bank au- 
ditor trainees. If read by the Officers and 
Directors of the smaller banks throughout 
the United States, the internal audit pro- 
grams in that group of banks would un- 
doubtedly be strengthened and the fraud 
experience reduced. 

To those who consider the publication 
of details of bank frauds unwise, Mr. Pratt 
quotes Mr. J. Edgar Hoover, Director of 
the Federal Bureau of Investigation, De- 
partment of Justice, in a recent letter to 
Mr. Mills B. Lane, Jr., President of the 
National Association of Bank Auditors 
and Comptrollers: 

“T agree with you that by increasing the 
knowledge of the members of your asso- 
ciation concerning defalcations and other 
matters which are of particular interest to 
banking institutions, the number of crimi- 
nal incidents occurring will be materially 
reduced. It is education of this type which 
greatly aids in the solution to problems 
which confront law enforcement and I am 
sure that I can speak for the entire law 
enforcement profession in expressing ap- 
preciation for your interest and activities 
in this connection.” 


CYCLES—THE SCIENCE OF PRE- 
DICTION. By Edward R. Dewey and 
Edwin F. Dakin. Published by Henry 
Holt and Company, New York, N. Y. 
$3.00. 

This book is an attempt to show how 
some of the inept arguments over eco- 
nomic outlooks can be avoided by using a 
few facts that should now be familiar to 
all. This application of a new method to 
a study of economic activity, while rela- 
tively young, seems nevertheless more 
promising, in offering results, than tradi- 
tional economic theories that fill textbooks 
with opinions and arguments over whether 
a given cause is really an effect, and vice 
versa. 

Here are traced trends evidenced in 
various parts of the American economy— 
existing trends that can be calculated, 
measured, and demonstrated beyond rea- 
sonable doubt. The overwhelming evi- 
dence for distinct rhythm or periodicity in 
the cycles that accompany these trends is 
set forth. How such information may be 
used to assay future probabilities is then 
suggested. 

Before reaching the end of the book, 
the reader will have attained some new 1n- 
sight for gauging the probable future that 
faces America in the years following the 
most disrupting war in all world history. 
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Federal Taxes—Corporations and Partnerships 
gives continuous counsel and forward-looking 
recommendations. Future consequences are empha- 
sized to warn you of pitfalls; to show how and 
where to safely avoid them. It gives you the 
awareness that keeps you “tax alert’? so as to in- 
stantly recognize a taxable situation; to understand 


how circumstances and intentions affect taxability. 

This book gives constant help in close questions 
of taxability of income, time of its recognition, and 
tax treatment of gains and losses. It explains bases 
and*methods of accounting and reporting; covers 
technical details of payments, refunds, assessments, 


exemptions and information at the source. 
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Revenue Act... how it affects vou—how it benefits you. 
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cific estate transaction or particular situation involving the determination of taxability. 
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tions in the light of recent changes and brings you abreast of new developments. It 
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Pcsocedl Tadic Mleit Contadlins 





CHARLES F. PENDLEBURY, who _ has 
been Secretary and Assistant Treasurer of 
Veeder Root, Inc., Hartford, since 1942, 
was recently promoted to Treasurer. Mr. 
Pendlebury is Chairman of the National 
Executive Committee, a National Vice 
President and a National Director of the 
Controllers Institute. For the year 1940- 
41, he was President of the Connecticut 
(now Hartford) Control of the Institute. 


WILLIAM R. ScoTT is now serving as 
Vice President and Treasurer of Standard 
Perlite Corporation, Pasadena, Cal. For- 
merly Assistant Comptroller of California 
Institute of Technology, Pasadena, Mr. 
Scott is a member of the Controllers Insti- 
tute. 


OTTO G. SCHWENK, who was formerly 
assistant to the President of The Weather- 
head Company, Cleveland, joined The 
Yale and Towne Manufacturing Com- 
pany, New York, in September, as Vice 
President in Charge of Production. Mr. 
Schwenk is a member of the Controllers 
Institute. 


CHARLES RINDERLE, JR., recently ac- 
cepted the position as General Manager 
of Rin’s Candy Company, Whittier, Cal. 
He is a member of the Controllers Insti- 
tute. 


WILLIAM F. SHORs, an associate mem- 
ber of the Controllers Institute, is now 
head of the Accounting Department at 
John Carroll University, Cleveland. Mr. 
Shors was formerly a professor at Butler 
University, Indianapolis, Ind. 


T. G. INGRAM, formerly Assistant 
Comptroller, Universal Moulded Prod- 
ucts Corporation, Bristol, Va., was te- 
cently appointed Assistant to Controller 
of Wyandotte Chemicals Corporation, 
Wyandotte, Mich. 


FRANCIS N. HERNAN recently accepted 
the responsibility of General Budget Su- 
pervisor of Anchor Hocking Glass Cor- 
poration, Lancaster, Ohio. A member of 
the Controllers Institute, Mr. Hernan was 
formerly Assistant Controller of The 
Weatherhead Company, Cleveland, Ohio. 


CLyDE A. WARNE, holder of member- 
ship certificate 611 in the Controllers In- 
stitute, recently became associated with 
Edgar Bergen in Hollywood, Cal. Mr. 
Warne was formerly an electronic engi- 
neer with Lewis Manufacturing Company, 
Monrovia, Cal., and was President of the 


542 


Los Angeles Control of the Controllers 
Institute during the 1941-42 year. 


Two members of the Controllers Insti- 
tute are teaching during the Fall Term at 
the New York Institute of Finance. Ep- 
WARD R. RIMMELS, who is Controller of 
Eastman, Dillon & Co., New York, is a 
lecturer on “Accounting Principles I.” 
Davip KRELL, Controller of Thomson & 
McKinnon, New York, instructs a course 
in “Controllership Techniques Applied to 
the Brokerage Business.” 


CLAUDE O. RAINEY was recently elected 
Secretary and Treasurer of Morrison Steel 
Products, Inc., 
Buffalo, as well 
as to member- 
ship on the com- 
pany’s board of 
directors. The 
immediate past 
president of the 
Buffalo Control 
of the Control- 
lers Institute of 
America, Mr. 
Rainey was for- 
merly Controller 
of the Production Division of Trico Prod- 
ucts Corporation, Buffalo. 





D. H. Tyson, holder of membership 
certificate 736 in the Controllers Institute, 
was elected Controller of Sylvania Electric 
Products, Inc., New York, recently. Mr. 
Tyson has previously served as Vice Presi- 
dent and Treasurer of Menasco Manufac- 
turing Company, Burbank, Cal. 


D. M. VEON, JR., was recently elected 
Controller of American Window Glass 
Co., Pittsburgh. J. L. WiLLiaMs, formerly 
Controller, has advanced to the position 
of Treasurer of that company. 


FRANK B. CLIFFE, Treasurer and Con- 
troller of the H. J. Heinz Company, New 
York, has been elected a director of the 
organization. 


Harry Honce, formerly Controller of 
Sealed Power Corporation, Muskegon, 
Mich., was recently appointed Assistant 
to the President of Allen B. Wrisley Com- 
pany, Chicago. Mr. Hodge is a member of 
the Controllers Institute. 


REYNOLD A. LEE, formerly associated 


with J. Garfinckel & Company, Washing- 
ton, D. C., recently joined the staff of 
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Frank R. Jelleff, Inc., of the same city. 
Prior to coming to Washington in 1942, 
Mr. Lee held the position of Treasurer 
with the Powers Mercantile Company, 
Minneapolis, and during the 1940-41 year 
served as President of the Twin Cities 
Control of the Controllers Institute. Mr. 
Lee holds membership certificate 859 in 
the Institute. 


FRANKLIN W. RUTHERFORD tecently 
accepted the position as Assistant Man- 
ager—Accounts and Finance, Marine Of- 
fice of America, New York. A member of 
the Controllers Institute, Mr. Rutherford 
was formerly associated with Barrow, 
Wade, Guthrie & Co., New York. 


CaLvIN A. NICHOLS, formerly Acting 
Treasurer—Controller of American Meter 
Company, Inc., Philadelphia, became con- 
nected with Curtis Publishing Company, 
Philadelphia, in September. Mr. Nichols 
is a member of the Controllers Institute. 


CHARLES W. Guy, a member of the 
Controllers Institute, recently became Con- 
troller of Earl McMillan, Inc., Houston. 
Mr. Guy formerly served as Vice Presi- 
dent of General Gas Corporation, Baton 
Rouge, La. 


W. H. FIsHER, a member of the Con- 
trollers Institute, was recently appointed 
Controller of the Santa Anita Potteries, 
Los Angeles. Mr. Fisher was formerly 
Controller and Secretary-Treasurer of 
Bower Products Corporation, Ecorse, 
Mich. 


GLADDING B. Coir was recently named 
Vice President and Director of Finance of 
the Indian Motocycle Company, Spring- 
field, Mass. Formerly Treasurer of the 
Curtiss-Wright Corporation, New York, 
Mr. Coit has previously served as a special 
assistant to the board of directors of the 
Reconstruction Finance Corporation, 
Washington. 


Guy S. Everett has been appointed 
Controller of the Western Tire Auto 
Stores, Inc., Cicero, Ill. Mr. Everett had 
been away from active business for a year, 
before which he was connected with Ford 
Hopkins Company, Chicago, as Vice Presi- 
dent, Treasurer and Controller. He is a 
member of the Controllers Institute. 


JAMES A. GriEG, formerly Assistant 
Treasurer of Canada Dry Ginger Ale, Inc., 
has been elected Treasurer of the corpora- 
tion to succeed P. J. LITTLEFIELD. Mr. 
Littlefield, who holds membership certifi- 
cate 941 in the Controllers Institute, will 
continue as Financial Vice President. 


ROBERT W. PEDEN was recently ap- 
pointed Assistant Director of Finance at 
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Wayne University, Birmingham, Mich. A 
member of the Controllers Institute, Mr. 
Peden was formerly Vice President and 
Controller of Brown Fence & Wire Co., 
in Cleveland, Ohio. 


JaMes H. BARRETT, immediate past 
resident of the Detroit Control of The 
Controllers In- 
stitute, has been 
elected Control- 
ler of The Mur- 
ray Corporation 
of America. This 
is a new Office 
which has been 
createdbya 
change in by- 
laws designed to 
separate the fi- 
nancial from the 
accounting func- 


> 


tions. Mr. Barrett has been Secretary and 
Treasurer of Murray Corporation. 


IvAN L. WILES, previously Divisional 
Controller of the Buick Motors Division, 
General Motors Corporation, Detroit, has 
been elected a Vice President of General 
Motors and General Manager of the Buick 
Division. In the latter position, he suc- 
ceeds HAaRLoOw W. CurRTICE, who has 
been appointed Executive Vice President 
in charge of all general staff activities of 
the General Motors Corporation. 


ErNEsT G. KELLETT, past president of 
Twin Cities Control of the Controllers In- 
stitute, was promoted on September 1 to 
the position of Assistant Treasurer and 
General Auditor of Northern States Power 
Company, Minneapolis. Mr. Kellett will 
retain the title of Assistant Secretary. 


PILsoN W. KELLY, M.E., C.P.A., and 
a member of the Controllers Institute, ad- 
dressed the September 29 meeting of The 
Technical Valuation Society, Inc., in New 
York, on “Impairment of Capital of Elec- 
tric Utilities and Depreciation Reserve In- 
adequacy.” 


Frep R. KOHLER, a member of the 
Controllers Institute, has been appointed 
Auditor of the Champion Spark Plug 
Company, Toledo, Ohio, where he will be 
responsible for all phases of accounting 
and taxes. Mr. Kohler, who was Assist- 
ant Comptroller of Jack & Heintz Preci- 
sion Industries, Inc., Cleveland, Ohio, 
prior to his recent appointment, served 
during the war as a Lieutenant in com- 
munications aboard a carrier in the South- 
west Pacific. His tour of sea duty was 
followed by assignment to the Navy Con- 
tract Termination Team at Westinghouse 
Electric Corp., Pittsburgh. Mr. Kohler 
attended Western Reserve and Harvard 





Universities and has C.P.A. Certificates in 
Ohio and North Carolina. 


Dr. J. H. LANDMAN, a frequent con- 
tributor to the pages of THE CONTROL- 
LER (most recently—“‘A Neglected Tax 
Refund Statute: Section 711,’ April, 
1947) has joined the New York law firm 
of Sher, Roeder & Landman. He was pre- 
viously associated with the accounting 
firm of Peat, Marwick, Mitchell & Com- 
pany, New York, as Tax Manager. 

Dr. Landman is Chairman of the Tax 
Discussion Forums of the New York 
Chapter of the National Association of 
Cost Accountants, a member of the In- 
come Tax Committee of the American 
Bar Association; tax legislative represen- 
tative of the Federal Tax Forum, and au- 
thor of the monthly “Tax Briefs’ in the 
Magazine Taxes. He is the former tax 
specialist for the National Industrial Con- 
ference Board. 





Obituary 





Lucius A. Chapin 


Lucius A. Chapin, retired Controller of 
the American Smelting & Refining Com- 
pany, New York, died in his New York 
home September 2. Mr. Chapin, who was 
81 years old at the time of his death, 
joined the smelting concern in 1901 and 
retired in 1928. He was a former member 
of the Bankers Club of America. Funeral 
services were held in the Funeral Church, 
New York. He is survived by his wife. 


Albert W. Davis 


Albert W. Davis, 61, who was Assistant 
Secretary and Assistant Treasurer of 
United States Potash Company, New 
York, died on August 14, 1948. Mr. 
Davis had held this position since 1932. 
Previously, he was Vice President and 
General Manager of Emry Davis, Inc., 
New York, for 15 years. He was a gradu- 
ate of Heffley Institute, Brooklyn, after 
which he was associated with American 
Plate Glass Company, Kane, Pa., from 
1908 until 1915, and later with St. Louis 
Plate Glass Company, St. Louis, for one 
year. Mr. Davis had been a member of the 
Controllers Institute of America since Oc- 
tober, 1942. 


J. Herbert Miller 


J. Herbert Miller, 47, succumbed to a 
heart attack August 14 at Southampton 
Hospital, in Southampton, Long Island, 
New York. At the time of his death, Mr. 
Miller was District Auditor of the North 
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Atlantic Division for the Waterman 
Steamship Company, New York. 

Mr. Miller formerly was treasurer and 
a Director of the Byrdun Corporation, 
Brooklyn, a subsidiary of the Knox Hat 
Company. A member of the Controllers 
Institute of America, Mr. Miller was serv- 
ing as Controller of Mayflower Doughnut 
Corporation, New York, when he joined 
the Institute in February, 1943. He was a 
Past Master of Mayflower Masonic Lodge, 
in Brooklyn, and a member of the Asso- 
ciation of Water Transportation Account- 
ing Officers. 

He is survived by his wife, Mrs. Elsie 
Reeve Miller; his twin daughters, Ann 
and Jean Miller; his parents, Mr. and Mrs. 
John Wesley Miller, of South Deerfield, 
Mass.; and two brothers, Arthur and 
Walter Miller. 


Stanley P. Morris 


Stanley P. Morris, 54, Comptroller and 
Treasurer of the William Freihofer Bak- 
ing Company, Philadelphia, died sud- 
denly at the Episcopal Hospital in Phila- 
delphia on August 21. Mr. Morris was 
formerly a certified public accountant for 
22 years. 

A graduate of Temple University, he 
was a Mason and a member of the Con- 
trollers Institute of America. Among his 
survivors are his wife, Alice N.; a son, 
David S., and a daughter, Mrs. Samuel 
Dupee. Funeral services were held at Har- 
old B. Mulligan’s, Philadelphia, and burial 
was in Oakland Cemetery. 





FREE to 


ACCOUNTANTS 


If you are interested in the 
C.P.A. examinations, the two 
free booklets illustrated above 
will be of practical and in- 
formative value to you. 

“C.P.A. Examinations and 
How to Prepare for Them”’ is 
a handy 80-page summary pre- 
pared by the LaSalle Higher Ac- 
countancy Staff, which covers, in 
five parts, ‘“‘Accounting Degrees 
and the Profession’’—‘‘How to 
Prepare in Special Subjects”’— 
“Important General Suggestions” 
—‘How to Take the Examina- 
tion”—and ‘‘C.P.A. Laws and 
Regulations.”” These headings clearly indicate the 
booklet’s scope and usefulness. 

“Requirements for the C.P.A. Examinations and 
the Practice of Public Accounting”’ is a compact 32- 
page companion booklet, pocket-size, recommended 
for its thorough a, of qualification re- 
quirements in any part of the U. S. and Canada. 

Upon request, these booklets will be sent to you 
without cost or obligation—together with complete 
information about LaSalle’s Accountancy and C.P.A. 
Training. Mail the coupon today! 







LA SALLE EXTENSION UNIVERSITY 
A Correspondence Institution 
417 S. Dearborn St. Dept. H-877 Chicago 5, Ill. 


Send me, without obligation, the two free booklets shown, 
together with full information about your Accountancy and 
C. P. A. Training. 
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Positions 


OPEN—WANTED 
Each advertiser listed in this magazine is in- 
dividually responsible for determining the value 
of the person available or of the position open. 
Copy DEADLINE 
Tenth of month preceding publication 





Position Open 





EXECUTIVE CONTROLLER 


FOR MIDWEST 
OIL REFINING COMPANY 


| Here’s a real opportunity 
| for a top-grade, college- 
trained man to work un- 
der attractive salary-plus- 
incentive compensation. 


Business expansion makes it neces- 
sarv to fill this position immediately. 
Well established in the Midwest 
with annual sales of more than 15 
million dollars, we have expanded 
to include refining in Hlinois and 
marketing in the eastern industrial 
area. Man selected will be one whom 
we feel will fit in well with our pres- 
ent staff and be able to establish a 
successful career with our company. 
Will supervise all accounting func- 
tions. Intimate knowledge of oil in- 
dustry operation, experience in man- 
agement accounting and _ reports, 
procedural work, budgetary and cost 
control, internal auditing, and gen- 
eral tax knowledge are necessary 
requisites for this position. Write 
giving complete resume, in outline 
form, of experience, availability, 
and salary expected. All replies con- 
fidential and will be acknowledged. 
Address: PRESIDENT 


NORTHWESTERN 
Refining Ca. 
SAINT PAUL PARK, MINN. 











Positions Wanted 


Controller—Executive Accountant 

Executive accountant presently em- 
ployed offers: eleven years of heavy in- 
dustrial and diversified experience in ex- 
ecutive capacity, functioning as part of top 
management group, and five years of pub- 
lic accounting experience as supervising 
senior. Practical experience includes ex- 
ecutive committee functions, financial 
planning, salary administration and or- 
ganization planning; development of 
manufacturing expansion, and cost reduc- 


544 


tion programs; developing, analyzing and 
interpreting costs, budgets, inventory and 
cost control, all phases of general account- 
ing, internal auditing, systems, procedures, 
taxes, financial and cost reports. Certified 
Public Accountant. Age 44. Salary $15,- 
000. Address: Box 763, THE CONTROL- 
LER, One East Forty-second Street, New 
York 17. N.Y. 


Controller—Executive Accountant 

Executive accountant offers many years 
of industrial experience in executive ca- 
pacity, functioning as part of top man- 
agement group with multiplant operations. 
Practical experience includes organiza- 
tional and account planning; development 
of inventory controls and cost reduction 
programs; developing, analyzing and in- 
terpreting costs and budgets; general ac- 
counting, taxes, procedures, insurance and 
the preparation of financial statements, 
operating reports and surveys. Member of 
Controllers Institute. Age 43, married, 
three dependents. Address: Box 813, THE 
CONTROLLER, One East Forty-second 
Street, New York 17, N. Y. 


Controller—Executive Accountant 


A Controllers Institute member de- 
sires position as Controller, other finan- 
cial officer or Chief Cost and General 
Accountant. He has had more than 20 
years of excellent training and experi- 
ence in public accounting and private 
business as top man. College trained 
and accustomed to heavy duties in ex- 
ecutive capacity serving top manage- 
ment. Resourceful and conscientious 
worker. Modern ideas in systems, meth- 
ods, production planning and control, 
standard costs, budgets, credits and col- 
lections, taxes, financial management, 
office management, and control and pro- 
cedures. Age 45. Available immediately. 
Salary open. Address: Box 835, THE 
CONTROLLER, One East Forty-second 
Street, New York 17, N. Y. 


Treasurer—Controller 

An officer of a nationally known manu- 
facturing corporation can be made avail- 
able on reasonable notice. He has served 
as an officer in three national manufactur- 
ing corporations and thoroughly under- 
stands the administration of the treasury 
and controllership responsibilities of an 
industrial enterprise. His former associates 
will be pleased to verify his demonstrated 
abilities. University Graduate—Age 43. 
Location preferred: East Coast or West 
Coast. Address: Box 840, THE CONTROL- 
LER, One East Forty-second Street, New 
York 17. Ney: 


Controller, General Auditor or 
Management Services Director 


Available immediately, 41 years, mar- 
ried, college, 22 years experience in the 
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accounting and financial fields. Performed 
as Controller, Division Controller and Sy- 
pervising Auditor. Experience covers all 
phases of general accounting, control, au- 
dits, procedures-accounting and general, 
tabulating, statement preparation and pres. 
entation, sales statistics including territory, 
customer and salesmen distribution costs 
and analysis. Prefers position with oppor- 
tunity for growth. Location immaterial, 
Salary requirements discussed at time of 
negotiations. Address: Box 842, THE 
CONTROLLER, One East Forty-second 
Street, New York 17, N. Y. 


Controller—Part Time 

New York City Vicinity 
Accounting and financial executive, 
member Controllers Institute of America, 
will act as Controller for moderate sized 
business on part-time basis. Thoroughly 
experienced along commercial lines, im- 
porting and exporting, manufacturing 
costs. References exchanged. Address: 
Box 844, THE CONTROLLER, One East 
Forty-second Street, New York 17, N. Y. 


Controller—Financial Executive 

Executive Accountant desires position 
with progressive manufacturing concern. 
Experience includes 20 years as an execu- 
tive accountant and controller with indus- 
trial organizations. Practical experience in- 
cludes executive functions, financial plan- 
ning budgets, production costs, inventory 
control, taxes, credits and collections, all 
phases of general accounting, systems, pro- 
cedures, internal auditing, cost control, 
salary administration, and labor relations. 
Salary desired: $12,000. Address: Box 
846, THE CONTROLLER, One East Forty- 
second Street, New York 17, N. Y. 





Treasurer—Controller 


Executive accountant with more than 15 
years industrial and public accounting ex- 
perience, Certified (New York), seeks 
position as treasurer or controller. Knows 
thoroughly finances, costs, practical budget 
control and systems. Age 48. Address: 
Box 847, THE CONTROLLER, One East 
Forty-second Street, New York 17, N. Y. 


Assistant Controller 
Internal Auditor 

Member of Controllers Institute and 
Certified Public Accountant, 38 years old, 
offers 12 years of broad experience in 
executive and supervisory accounting ca- 
pacities. One and one-half years as con- 
troller, five years as executive cost and 
general accountant, and six years as senior 
public accountant. Experienced in finan- 
cial and cost analysis with ability to pre- 
pare clear and concise reports. Has han- 
dled personnel well, has reorganized ac- 
counting and control systems, has worked 
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on tax matters and knows cost accounting 
and budgetary control. 

Prefers position with opportunity for 
rowth after proving ability. Location 
jmmaterial. Married. Salary require- 
ments moderate. Available immediately. 
Address: Box 848, THE CONTROLLER, 
One East Forty-second Street, New York 
a7, N.Y. 


Comptroller—Treasurer 

Available on short notice, widely expe- 
rienced, 49-year-old executive thoroughly 
grounded in all phases of controllership 
and financial management: accounting, 
costs, material control, government con- 
tracts, and the like. Excellent service rec- 
ord both in U.S.A. and Canada. Married. 
College education. Locate anywhere in 
U.S.A., preferably in Southern half. Ad- 
dress: Box 849, THE CONTROLLER, One 
East Forty-Second Street, New York 17. 





New Liquid Duplicator 


An electrically driven, liquid duplicat- 
ing machine, which introduces an im- 
proved method of moistening the paper, 
has been added to the Vivid Duplicator 
line of L. C. Smith & Corona Typewriters, 
Inc. Eliminating wicks, jets and other 
troublesome parts, this duplicator is said 
to be so simple to operate that anyone can 
turn out good work on it with no more 
than five minutes instruction. 

Moistening is accomplished by a train 
of rollers similar to the ink distributing 
mechanism on a printing press. The fluid 
capacity is large and when the machine is 
shut off, all fluid in the distributing 
trough returns automatically to the reser- 
voir. Work ranging from three by five 
inch cards to 9 by 1714 inch sheets can 
be handled at a speed of 75 copies per 
minute, and master sheets can be used 
repeatedly until the ink is exhausted. Par- 
ticular stress is laid on the superior paper 
feed which will handle cards at full 
speed. 


Appointed Assistant Editor 


The appointment of Marjorie R. Lyons 
to the staff of THE CONTROLLER as assist- 
ant editor is announced with this issue. 

Miss Lyons comes to THE CONTROLLER 
with a background of metropolitan news- 
paper and advertising agency experience, 
having served with the Philadelphia Rec- 
ord and the Philadelphia Daily News, as 
well as the John Falkner Arndt Advertis- 
ing Company. 

Most recently she handled the house 
organ of the Charles E. Hires Company. 

In addition she has been a member of 
the book review staff of the Philadelphia 
Inquirer for the past two years. 











What Is the Most Practical 


Pension Plan 


for Your Organization? 


During the long period of years that pension and profit 
sharing plans have been operated, a wealth of experience 
has been accumulated as to what is practical and what is 
not practical, what is desirable and what is not desirable 


for both employer and employee. 


This Company has participated in the development and, 
as trustee, has been closely identified with the administra- 
tion of the pension and profit-sharing plans and trusts of 
a large number of business organizations in widely diver- 


sified lines throughout the United States. 


We invite discussion with oflicers of our Pension Trust 

Division regarding the type of program, the specific pro- 
g g ; prog , 

visions, and the method of financing of a plan that may be 


best suited to your organization s particular requirements. 





We shall be pleased to send on re- 
quest our booklets entitled: 


Pension Plan Fundamentals 
Building A Retirement Plan 


A Realistic View of Pension Costs 











Guaranty Trust Company 
of New York 


Capital Funds, $363,000,000 
140 Broadway, New York 15 


Fifth Ave. at 44th St. Madison Ave. at 60th St. Rockefeller Plaza at 50th St. 
New York 18 New York 21 New York 20 
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Iustitute Cctivities 





N. Y. Control’s Office Management Committee 
Selects Two Subjects for Study 


Two subjects have been selected for 
study by the Office Management and Em- 
ployee Relations 
Committee, of 
the New York 
City Control. 
They are ‘Filing 
and _ Retention”’ 
and ‘Job Analy- 
sis and Evalua- 
tion.”’ The chair- 
men who will 
guide the sub- 
jects’ study are 
the Committee’s 
Vice Chairman, 
Phillips C. Sal- 
man, Assistant Comptroller of Socony- 
Vacuum Oil Company, Inc., and M. R. 
Odermatt, Controller of Mundet Cork 
Corporation, North Bergen, N. J., re- 
spectively. 

The scope of the Committee, as an- 
nounced by Chairman William J. Patter- 
son, who is Executive Assistant to the 
General Comptroller of Sperry Gyroscope 
Company, Inc., Great Neck, L. I., N. Y., 
is as follows: 


MR. PATTERSON 





1. To study, analyze and report on mat- 
ters pertaining to the practical administra- 
tion and organization of office routines 
and procedures. 

2. To study and report concerning 
proven methods of employee rating and 
promotion and of maintaining employee 
records. 

3. To study and submit findings to the 
Boatd of Directors of the New York 
City Control and such periodic or serial 
reports, reflecting up-to-date office man- 
agement matters as may deem necessary 
or desirable. 

4. To furnish expert advice and infor- 
mation concerning the subject matter as- 
signed when questions are referred to the 
New York City Control for response. 

After careful consideration, the follow- 
ing program was agreed upon: 


Work Simplification 

Office Methods and Procedures 
Employee Training 
Communications 

Filing and Retention 

Office Equipment 

Office Layout 











PHILADELPHIA e 








Depreciation and Depletion Studies 
Valuations and Appraisals 
Organization and Business Reports 
Securities Registration Investigations 
Design and Construction 
Industrial Engineering 


Ford, Bacon & Davis 


Engineers 
39 BROADWAY, NEW YORK 6, N. Y. 





LOS ANGELES 
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Forms and Forms Control 
Fringe Payments 
Job Analysis and Evaluation 


The personnel of the Committee jp. 
cludes, in addition to Messrs. Odermatt, 
Patterson and Salman; the following: 

LestiE N. Brucus, Schiff, Terhune & 
Co., Inc.; Louise W. CoNover, Secre- 
tary-Treasurer, Susquehanna Mills, Inc.; 
WILLIAM K. DONALD, Treasurer, Mas- 
back Incorporated; PAUL G. Drescuer, 
Controller, Associated Hospital Service of 
New York; Matcotm C. ENGsrRom, 
Vice President and Comptroller, Indus- 
trial Bank of Commerce; BENJAMIN F, 
EvaANS, JR., Hartsdale, N. Y.; Juuius L. 
FREED, Controller, H. L. Green Company, 
Inc.; Louis N. GILSEN, Controller, Dritz- 
Traum Company, Inc.; JOHN F. Ricu- 
MOND, Assistant Comptroller, Standard- 
Vacuum Oil Company; Emit F. Srarat, 
Secretary and Treasurer, Grosset & Dun- 
lap, Inc.; HENRY Vas Dias, Chief Ac- 
countant, Hotel Waldorf-Astoria Corpo- 
ration; and PAUL WONACOTT, Controller, 
Board of National Missions of the Presby- 
terian Church in the United States. 


Penn-York Group Elects 
Don Morgan Chairman 


Donald P. 
Morgan, Comp- 
troller of Na- 
tional Forge & 
Ordnance Com- 
pany, Irvine, Pa., 
was elected 
Chairman of the 
Penn-York Divi- 
sion of the Buf- 
falo Control at 
the Annual 
Meeting of the 
group, August 5, MR. MORGAN 
at the Penn-Hills Country Club, Brad- 
ford, Pa. At the same meeting, C. Cecil 
Hill, Comptroller, Clark Brothers Co., 
Inc., Olean, N. Y., was elected Vice 
Chairman, and Ramon J. Hartung, Con- 
troller of the Radio Tube Division, Syl- 
vania Electric Products, Inc., Emporium, 
Pa., was chosen Secretary-Treasurer of 
the group. 

Among the guests at the meeting were 
William L. Clark, Treasurer and Direc- 
tor of the Buffalo Electric Company, Inc., 
and Raymond 
A. Laub, of Buf- 
falo, as repre- 
sentatives of 
the Buffalo Con- 
trol. 

The group 
voted to meet 
on the first 
Wednesday of 
each month with 
the exception of 
January and Feb- 
ruary. 





MR. HARTUNG 





Em] 
in P 
Prof 


WI 
tion 
ferrec 
Recer 
Pens 
York 
stein, 
Roun 
Hous 
Gold: 
impo 
sider! 
centr: 
his p 
in ex 
the 
tinue 
amen 
ness. 

If 
tion 
supet 
ploye 
dred 
this 
ties 
callec 
or th 
cours 
throu 
contr 
Ordi 
sorb 
lar, t 
death 


in. 
natt, 


le & 
cre- 
ne: 
Mlas- 
iER, 
e of 
OM, 
dus- 
| F, 
ES 
any, 
itz- 
CH- 
urd- 
AL 
un- 
Ac- 
po- 
ler, 


by- 


ice 


‘ mn HK RH et ot OO 


XUM 





Employer’s Dollar 
in Pension and 
Profit-Sharing Plans 


Where does the employer's contribu- 
tion dollar go under a pension or de- 
ferred distribution profit-sharing plan? 
Recent studies that have been made by 
Pension Planning Company of New 
York were disclosed by Meyer M. Gold- 
stein, Director, at the Million Dollar 
Round Table meeting at the New Ocean 
House, Swampscott, Massachusetts. Mr. 
Goldstein stated that this knowledge is 
important to the employer who is con- 
sidering a new plan, so that he may con- 
centrate his dollars in the direction of 
his primary objectives. Also, if a plan is 
in existence this information will enable 
the employer to decide whether to con- 
tinue the present funding method or to 
amend the plan to improve its effective- 
ness. 

If the employer has in mind the solu- 
tion of his problem of taking care of 
superannuated or totally disabled em- 
ployees then he can concentrate one hun- 
dred per cent. of his contributions in 
this direction through a trusted securi- 
ties invested pension plan (commonly 
called a self-administered pension plan) 
or through a group annuity contract. Of 
course, if death benefits are provided 
through the typical Group Term Life 
contract, or the newer Group Permanent 
Ordinary Life contract, these would ab- 
sorb some portion of the employer's dol- 
lar, the ratio depending on the amount of 
death benefits, Mr. Goldstein said. 

However, the typical retirement an- 
nuity policy pension plan, either with or 
without insurance, can solve the em- 
ployer’s problem of superannuated em- 
ployees, but only about half of the 
employer’s dollar would be allocated to- 
wards providing the retirement benefits, 
with the balance being needed for death 
benefits, severance of employment vested 
tights costs and loading of the policy 
premium for expenses. Or, stated differ- 
ently, such a plan generally entails double 
the cost of a Group Annuity or Trusteed 
Securities Invested fund providing sim- 
ilar retirement benefits due to the extra 
cost of the death benefits and higher in- 
itial loading for expenses, and generally 
more liberal severance benefits. 

Likewise, in a typical deferred distribu- 
tion profit-sharing plan only about half 
of the employer's dollar is stored up to 
provide retirement benefits because the 
other half is consumed in death and sev- 
erance benefits and expenses of adminis- 
tration. Moreover, under the current tax 
tulings the one-half that is stored up 
for retirement benefits in such a profit- 
sharing plan generally must be allocated 
to young and old in accordance with com- 





1. An insured plan 





Having decided to adopt an Employee 
Pension Plan —which should it be? 


2. Aself-administered plan 
3. A profit-sharing plan 


4. A combination of two or more of the above 
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PENSION CORPORATION OF AMERICA 
20 PINE STREET, NEW YORK 5, N.Y. 








pensation on a money purchase basis, 
without giving adequate credit for past 
service. Hence, such a plan cannot be an 
effective pension system of, say, 4% of 
final salary before retirement including 
Social Security for about the first 15 years 
to 25 years after its establishment, de- 


pending on the employee’s compensation 
level. 

It is essential for the employer to de- 
termine his primary purposes and the 
amount of his budget before selecting 
the type of plan and the funding method 
to be employed, Mr. Goldstein concluded. 
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The | 
New Institute Members Elected i 
ew Sustilute embers Clectle a 
the “Ic 
The information listed below is arranged so that it may be clipped by the cent st 
members of the Controllers Institute for addition to the Directory of Mem- tute, N 
bers in the current Year Book of The Institute. sets aS 
a 1. Hi 
co 
By action of the National Executive GORDON A. LowDEN : sp 
Committee, at a meeting held on August The National Cash Register Company, FO RG ETTING a 
31, 1948, the following applicants were Dayton. : : 
elected to active membership in The In- wi 
stitute: Darius MELCHER MADE 2 Hi 
Butler Manufacturing Company, Kan- ju 
ALFRED C, BATTERSBY sas City, Mo. D | F F l Cu if 
i. ; : 3. H 
The Burrows Brothers Company, Inc., ’ 
Cleveland. DeWitt L. MIELKE 
The Acklin Stamping Company, To- C. forget the differ- 4. A 
JAMEs H. BLAcK ledo, Ohio. : jo 
E. R. Squibb & Sons, Long Isiand City, ence between replace- . 
N.Y. ROBERT F. Morris igi 
riginal cost 
Don Baxter, Inc., Glendale, Cal. ment and he 8 5. W 
Roy G. BRowNn in planning for the is 
The Ohio Bell Telephone Company, 4. J. Porta : ge 
Cleveland. The Studebaker Corporation, South future, can be serious. ‘H 
Bend, Ind. An ever visible “Re- a 
OTTO BRUNENMEISTER, JR. . 
Ohio Edison Company, Akron, Ohio. ROBERT JOHN PRINGLE placement Reserve p 
The Dole Valve Company, Chicago. i j is- 
JOSEPH TRACY KRoppP iit 8 maintained by apprais ” 
Vick Chemical Company, New York. Ropngy W. REID al, makes forgetting a 
Watson Elevator Company, Inc., New <£¢: Ce 
ale more difficult. 
FREDERICK C. SHEPPARD } 
Nathan Manufacturing Company, New The 
_ AMERICAN i 
WILLIAM J. SLOAN APPRAISAL ‘ 
Smith, Barney & Company, New York. Company 4 
SAMUEL PERCY SMAIL Over Fifty Years of Service 10. F 
American Bridge Company, Pittsburgh. j 
OFFICES IN PRINCIPAL CITIES : 
CLARE L. THOMAS j 
Reduce Sudden & Christenson, Inc., San Fran- “eae 
cisco. : 
; é 
1aINe ) 
FILING 0515 
Bus 
Use Ai 
proc 
over 
In 
—4¢ 
THIN ? ae 5 ness 
grew 
Fidelity Onion Skin Bs 
ing 
O31 1-F-0 cole} oh mm Of ables as) abe! gros 
3.29 
Superior Manifold take 
proc 
: “Tell my wife | don’t know any four-letter in 1 
Esleeck Manufacturing Co. word for an African water buffalo!” $20. 


Turners Falls, Mass. 
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The Ideal Foreman: 
Eleven Qualifications 


Eleven qualifications add up to make 
the “ideal foreman,” according to a re- 
cent study by the Labor Relations Insti- 
tute, New York, which outlined these as- 
sets as follows: 


1. He has a personality which inspires 
confidence in others. He encourages 
special effort on the part of his subor- 
dinates, and gives them full credit 


when when credit is due. 
2. He is quick-thinking, and able to ad- 
just himself to changing situations. 


3. He is capable of seeing that his share 
of the work is turned out. 


4. A top-notch, skilled man in his own 
job, he is able to perform quality pro- 
duction. 


5. When production difficulties arise, he 
is able to analyze the causes and sug- 
gest a remedy. 


6. He constantly strives to meet his com- 
mitments on quality and quantity out- 
put, as well as other production stand- 


ards. 


. He is well acquainted with operating 
costs and the need for keeping labor 
costs at a minimum. 


a | 


8. A good organizer, he plans his work 
carefully and trains the employees un- 
der his supervision. 


9. He is qualified, through good judg- 
ment and initiative, to meet both the 
needs of the employees and the re- 
quirements of the management. 


10. He considers the “human element’ in 
foremanship, and tries to handle his 
workers in such a way that they always 
function as a team. 


ll. Being a reasonable man, he is not 
given to emotional outbursts, or to un- 
considered actions which may disrupt 
morale and production or cause unrest. 


Business Paying More to Labor 


American labor’s over-all share in the 
proceeds of production has increased 
over the years. 

In 1929, labor received $43.7 billion 
—46.4% of the proceeds of gross busi- 
ness production. In 1947, labor's share 
grew to $106.2 billion, or 50.6%. 

Corporate dividends, however, de- 
clined from 6.1% of the proceeds of 
gtoss business production in 1929 to 
3.2% in 1947. The government's tax 
take meanwhile rose from 8.9% of the 
proceeds of gross business production 
in 1929 to 13.9% in 1947. In money, 
$20.8 billion more was taken by the 
government in 1947 than in 1929. 
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using... That’s why we say, “Try before you Buy,” 

using a Friden Calculator with your own personnel, 

in your.own office and on your own figure work. 

Telephone your local Friden office...a representative 

will analyze your work, provide a fully automatic Friden, 
instruct you On its simple operation and leave it for you to try 
on your own problems...all without obligation. 

There’s a Friden model to fit your pocketbook, your every 


specification. Try before you Buy...that’s the Friden way. 


FRIDEN MECHANICAL AND INSTRUCTIONAL SERVICE IS AVAILABLE IN APPROXIMATELY 250 COMPANY CONTROLLED SALES AGENCIES THROUGHOUT THE UNITED STATES ANO CANADA 


FIDEN CALCULATING MACHINE CO, INC 
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‘Meetings of Local Couttels 





Region 1 


BOSTON 

Topic: “Labor Relations.” 
Speaker: James J. Healy, Assistant Profes- 
sor, Industrial Relations, Harvard Uni- 
versity, Cambridge, Mass. 


September 15 


HARTFORD September 9 
Topic: ‘Present Economic Conditions and 
Probable Economic Trends.” 

Speaker: Richard H. Garlock, Assistant to 
the Economist of the Bank of Manhattan 
Company, New York. 


SPRINGFIELD September 14 
Topic: “Health Legislation—Present and 
Proposed.” 


Speaker: Edward S. Connelly, Labor Rela- 
tions Advisor to the Associated Industries 
of Massachusetts, Boston. 


Region 2 


NEW YORK CITY September 16 


Topic: “Control of Clerical Costs by Per- 
formance Measurement.” 
Speaker: Paul B. Mulligan, Paul B. Mul- 
ligan & Co., New York. 


Region 4 


BUFFALO September 17 
Topic: “Canadian Business and Economic 
Conditions.” 

Speaker: William B. Gay, International 
Harvester Company of Canada Limited, 
Hamilton, Canada. 


CLEVELAND September 14 
Topic: “Men and Management: United 
States and Europe.” 

Speaker; James F. Lincoln, President, The 
Lincoln Electric Company, Cleveland. 


. SYRACUSE September 21 
Topic: ‘The Effects of the Marshall Plan 
on New York State Industry.” 

Speaker: Professor Sidney C. Sufrin, Syra- 
cuse University, Syracuse, N. Y. 


Region 6 
MILWAUKEE September 14 
Program: Tour of Electric Company, Mil- 


waukee. 
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TWIN CITIES September 7 
Topic: “Is Your House in Order ?” 
Speaker: C. A. Wildes, Manager, Minne- 
apolis Credit Exchange, Minneapolis. 


Region 7 
CINCINNATI September 22 
Topic: “Our Institute’s Broadening Scope 
of Service to Business.” 

Speaker: Walter Mitchell, Jr., Managing 
Director, Controllers Institute. 


DAYTON September 9 
Topic: “Top Management—The Respon- 
sibility of Leadership.” 

Speaker: Fred Smith, Executive Vice Presi- 
dent, Foreman’s League, Nashville, Tenn. 


INDIANAPOLIS September 9 


Topic: “The Troubles of a Retailer.” 
Speaker: Ralph S. Norwood, President, L. 
Strauss and Company, Indianapolis. 


KANSAS CITY September 13 
Topic: “Shrinking Margins of Safety in 
Business.” 

Speaker: C. S. Carney, of Stevenson, Jor- 
dan & Harrison, Inc., Management Engi- 
neers of New York and Chicago. 


ST. LOUIS September 28 


Topic: “Recent Interesting Tax Develop- 
ments.” 

Speaker: Stuart E. White, Tax Manager 
in Arthur Anderson and Company's Chi- 
cago, Washington and St. Louis offices. 


Region 8 


DALLAS September 24 


Speaker: John Scott, of Samuels, Brown, 
Herman and Scott, Fort Worth. 


17TH ANNUAL MEETING 
Controllers Institute of America 


NEW YORK—OCT. 10-13, 1948 
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in TRANSCRIBING 
... those are 
Our Worries! 


Mister Office Manager .. . do you 
need an inventory that’s up-to-date, and 
kept up-to-date? Do you have a question- 
naire so voluminous you can’t find time 
to sift its priceless control facts, opin- 
ions? Do you, at intervals, have a 
voluminous amount of typing to do? 
Do you need today’s sales slips analyzed, 
recorded today? Do you have a re- 
search that is growing stale? 

Those (and their like) are OVER- 
loads, headaches, absolutely necessary, 
costly ; disrupt routine, office procedure, 
pile it up in piles; cause turmoil, waste 
time, waste money, but you could..... 


“(Orin an 


The nation’s foremost office overload service 
WORKMAN SERVICE, INC. 
109 N. Wabash Ave., Chicago 2, Ill. 
Other office locations: 


New York City ¢ Los Angeles 
Minneapolis ¢ Seattle 
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Consumer Credit Ratio 


Held Relatively Low 


Although consumer credit outstand- 
ing has reached a record $14 billion, it is 
far below the prewar peak, in terms of 
national income and the number of bor- 
rowers, the American Bankers Assn. as- 
serted recently. 

The volume of credit purchases of 
durable goods—such as automobiles, re- 
frigerators and radios—actually is $600 
millions below the prewar high of 1941, 
the report said, and only nine million 
families now are utilizing credit, com- 
pared with $18 to 20 million before the 
war. 

Distinguishing between consumer and 
instalment credit, ABA noted that more 
than half the consumer credit outstand- 
ing consists of non-instalment items, 
such as store charge accounts and service 
accounts, including end-of-the-month 
utility charges. 

The instalment credit pattern was 
found to differ somewhat from that of 
consumer credit as a whole. The 1941 
level of $5924 million for all instalment 
credit was not exceeded, it was noted, 
until December, 1947, when it reached 
$6156 million. And instalment sales 
credit for the buying of durable goods 
was termed still short of the 1941 level 
of $3744 million. 

“This lag is particularly significant,” 
ABA noted, in ‘‘view of the fact that the 
prices of durable goods are running ap- 
proximately 60 per cent higher than in 
1941 and that the total volume of such 
sales in dollars is running more than 
double 1941. It would appear, therefore, 
that consumers are still buying on a cash 
basis to a larger extent than prewar.” 

Conceding that consumer credit out- 
standing has reached new highs since the 
end of government control, the report 
remarked that this is not a unique de- 
velopment, but has been characteristic of 
the postwar period in “practically every 
factor that influences our economic life.” 

It insisted that even had credit con- 
trols been retained, volume would have 
expanded to record proportions, with 
the basic fact—that current ratios are 
still far below prewar, judged in terms 
of national income—being the most sig- 
nificant aspect of the situation. 


Government Payrolls 


Although government payrolls more 
than trebled in the United States from 
1913 to 1932 and almost quintupled by 
1941, a Twentieth Century Fund survey 
teports that personnel costs declined from 
half of total expenditures in 1913 to 
about 37 per cent in 1932 and to 27 per 
cent in 1941, 


Federal Tax Institute Meets November 9-18 


The Seventh Annual Institute on Fed- 
eral Taxation, sponsored by the Division 
of General Education, New York Univer- 
sity, will be held November 9-18, in the 
Barbizon-Plaza Hotel, New York. The 
lecturers will seek to furnish practical ad- 
vice and exact directions for procedure as 
well as the results of research. 

The following eight divisions of sub- 
ject matter will be discussed at the ses- 
sions: (1) Business Tax Planning; 
(2) Individual Tax Planning; (3) Capi- 
tal Realizations; (4) Corporate Distribu- 
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When are Pensions 


“Adequate”? 


Management confronts a puzzling 
problem in deciding the amounts of 
retirement benefits which should be 


No standard rule is warranted, be- 
cause no two concerns face precisely 
the same circumstances. 

Practical aid in solving this problem 
is offered without obligation by the 
Pension Division of our Personal Trust 


CHEMICAL 
BANK 
& 


TRUST COMPANY 


Founded 1824 

OFFICES: 

165 BROADWAY, NEW YORK (15) 
No. 30 Broad Street 


tions; (5) Corporate Reorganizations; 
(6) Estate Planning; (7) Miscellaneous 
Planning; and (8) Case Handling. The 
Institute plans to hold several sessions 
with key people in the Treasury Depart- 
ment, the Bureau of Internal Revenue and 
members of the Excess Profits Tax Coun- 
cil to study their problems and discuss 
methods by which tax matters are handled 
in these agencies. A Mock Tax Court 
Trial, by a visiting judge from the Tax 
Court, will be one of the session’s special 
features. 
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Iustitute Meeting Dates Ghead 





17TH ANNUAL MEETING 
New York—October 10, 11, 12, 13. Sponsored by the New York City Control 


REGIONAL CONFERENCES 


Eastern—Boston—April 1, 2. Sponsored by the Boston Control 
Southern—Dallas—February 4, 5. Sponsored by the Dallas Control 


LOCAL CONTROL MEETINGS 


Members of The Institute are cordially invited to attend meetings of other Con- 
trols when away from their own Control. The list of local Control Secretaries (on 
this page) is printed for the convenience of the members of The Institute in ar- 


ranging out-of-town attendance. 


All Control meeting dates are listed as scheduled at time of publication. 


October 5—Chattanooga, Columbus, Mil- 
waukee, Toledo, Twin Cities 


October 6—Boston, (at Worcester), Bridge- 
port, Penn-York 


October 
delphia 


October 

October 

October 

October 

October 

October 18—Pittsburgh 

October 19—Cincinnati, New Orleans, 
Springfield, Syracuse 

October 21—Chicago, Cleveland, 
Los Angeles, San Francisco 

October 25—-Newark 


October 26—Atlanta, Dallas, Detroit, Dis- 
trict of Columbia, Houston, St. Louis 


7—Birmingham, Hartford, Phila- 
8—Quad-Cities 

11—Kansas City 

13—Western Michigan 
14—Indianapolis 

15—Portland, (at Worcester) 


Dayton, 


October 27—Baltimore, Rochester 
October 28—Seattle 


At the time this issue went to press, no meet- 
ing dates had been determined by the Fort 
Wayne and Louisville Controls. The New York 
City Control will not meet in October because 
of the Institute’s Annual Meeting, October 10- 
13, in New York. 


November 2—Chattanooga, Columbus, To- 
ledo, Twin Cities 

3—Bridgeport, Penn-York 

4—Birmingham, Hartford, Phila- 


November 


November 
delphia 

November 5—Quad-Cities 

8—Kansas City 

November 9—Buffalo, Cleveland, Milwau- 
kee, Springfield 


November 


November 10—Boston, Cincinnati, Western 
Michigan 


November 11—Dayton, Indianapolis 
November 15—Pittsburgh 
November 16—New Orleans, Syracuse 


November 18—Chicago, Los Angeles, New 
York City, San Francisco, Seattle 


November 19—Portland 
November 22—Newark 
November 23—Atlanta, Dallas, District of 
Columbia, Houston, St. Louis 
November 24—Baltimore 
November 30—Detroit 
At the time this issue went to press, no meet- 
ing dates had been determined by the Fort 
Wayne and Louisville Controls. The Rochester 
Control will not meet in November. 


Secretaries of Local Controls 


Region I—New England 

Boston: Frederick L. Patton, Cambridge Rubber 
Co., Cambridge. 

Bridgeport: George L. Todd, The Bullard Co. 

Hartford: Gordon F. Gilmore, Whitney-Han- 
son Industries, Inc. 

Springfield: Joseph A. Chadbourne, Old Colony 
Envelope Co., Westfield. 


Region II—New York City 
New York City: Stuart W. McLaughlin, West 
Virginia Pulp & Paper Co. 
Newark: George E. Hallett, Tung-Sol Lamp 
Works, Inc. 


Region III—Middle Atlantic 


Baltimore: Wm. C. Knapp, The Arundel Corp. 
District of Columbia: Robert J. Garner, Engi- 
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neering & Research Corp., Hyattsville, Md. 
Philadelphia: F. A. Greenwood, Interstate Ho- 
siery Mills, Inc., Lansdale. 


Region |V—Eastern Lakes 

Buffalo; Harold L. Gibike, Electric Refractories 
and Alloys Corp. 

Cleveland: G. C. Houck, Harris-Seybold Co. 

Detroit: Lester M. Elliott, McCord Corp. 

Penn-York: R. J. Hartung, Sylvania Electric 
Products, Inc., Emporium, Pa. 

Pittsburgh: James E. Hirleman, Pittsburgh Coke 
and Chemical Co. 

Rochester: Sigurd Tranmal. 

Syracuse: Herbert $. Howard, Niagara Hudson 
Power Corp. 

Toledo: Herbert E. Bremforder, The A. P. 
Parts Corp. 
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Region V—Southeastern 


Atlanta: Hugh E. Pharr, Nash Kelvinator Sales 
Corp. 

Birmingham: P. B. Beene, Gosler-Birmingham 
Mfg. Co. 
Chattanooga: 

Corp. 


Charles G. Dudley, Cavalier 


Region VI—Mid-West Northern 

Chicago: Leo E. Stevens, American Hospital 
Supply Corp., Evanston. 

Fort Wayne: G. P. Scheele, Bowser, Inc. 

Milwaukee: James S. Gasparado, Ladish Drop 
Forge Co. 

Quad-Cities: Fred G. Hocking, Grain Process- 
ing Corp., Muscatine, Iowa. 

Twin Cities: G. H. Hess, Jr., 40 North Missis- 
sippi Blvd., St. Paul. 

Western Michigan: Harold J. Vos, R. C. Allen 
Business Machines, Inc., Grand Rapids. 


Region VII—Mid-West Central 

Cincinnati: Theodore I. Lundquist, Balcrank, 
Inc. 

Columbus: George L. Williams, Shawanee 
Pottery Co., Zanesville. 

Dayton: Joseph A. McKenny, Jr., The Ameri- 
can Envelope Co., West Carrollton. 

Indianapolis: Harold E. Wells, Grain Dealers 
National Mutual Fire Insurance Co. 

Kansas City: Leroy John, Kansas City Whole- 
sale Grocery Co. 

Louisville: William R. Hays, Courier-Journal 
and Louisville Times Co. 

St. Louis: Philip M. Cozad, McDonnell Air- 
craft Corp. 


Region VIII—Mid-West Southern 
Dallas: A. D. Harder, Southwestern Life In- 
surance Co. 
Houston: John B. Cookenboo, Houston Nat- 
ural Gas Corp. 
New Orleans: Dee Davis, The California Co. 


Region IX—Pacific Coast 

Los Angeles: Willard D. Morgan, The Garrett 
Corp. 

Portland: Felix P. Juraska, Montgomery Ward 
and Co. 

San Francisco: W. T. McGillivray, California 
Packing Corp. 

Seattle: A. G. McLean, Aberdeen Automatic 
Heat Co. 





\ 


“Please, Gleason-- we have a much more subtle 
way of selling out-of-town customers!” 





